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Chapter -1 
INTRODUCTION 
1.1 Importance of the Study: 
During the last two decades Small Scale Industries (SSIs) have 
emerged as an engine of growth. It has helped in generation of 
large-scale employment at lower capital cost, balanced regional 
development, generation of exportable surplus and in the establishment 
of a more flexible, innovative and competitive structure. With a total 
strength of about 30-40 lakhs units the Small Scale Sector forms the 
backbone of the Indian economy. According to Abid Hussain Committee 
on Small Enterprises, "the basic imperfection which might lead to a less 
than optimal size of the small scale industries (SSI) lies in the areas of 
factor markets of both labour and capital. In developing countries like 
India capital imperfections are more basic to the non-optional size of 
SSI than labour imperfection". ^ 
The other significant aspect associated with SSIs development in 
the possibility of the indigenous diffusion and adoption of modern 
technology apart from providing breeding ground for successful 
entrepreneurs, which is urgently required with increasing privatisation 
and liberalization in the growing economy. "Besides technology, the 
capabilities and acceptibilities of SSIs have been proved in the 
international trade as well, being a major contributor of export earnings 
of our country. More than 40% of the total exports have been 
contributed by the Small Scale Sector, and if we take non-traditional 
village and cottage industries products also, with indirect export, it will 
cross the 65% of total export of the country."^ 
Obviously for the development of SSIs, finance plays a very 
important role. The Government has provided various incentives and 
concessions from time to time for promoting industrialization of 
backward areas. The programmes of industrial estates, rural industries 
projects, provision of capital and transport subsidies to units in the 
identified backward districts or regions, fiscal concession to industries in 
backward areas, and District Industries Centre (DICs) were formulated 
and designed to promote and faster dispersed and decentralized 
industrial growth. Institutions like National Small Industries Corporation 
(NSIC), Khadi & Village Industries Commission (KVIC), National Bank 
for Agricultural and Rural Development (NABARD), SmaU Industries 
Development Bank of India (SIDBI) etc were set up to promote and 
assist small scale industries in backward or rural areas of the country. 
The Regional Rural Banks (RRBs) was also set up in 1975, which 
increased the scope of village and cottage industries. There have been 
number of industries established for promotion of SSIs. 
In Indian economy, despite its crucial importance the SSIs face 
numerous problems like finance, marketing, raw materials, 
infrastructure technology etc. The problem of finance is the most 
serious one. As we know that finance is considered as life-blood of 
industry and it promotes industrial development. If there is lack of credit 
flow to this sector, the overall production, export and employment 
performance suffers. The Government of India has framed various 
policies from time to time and taken steps to improve the situation. 
1.2 Role of Non-Banking Statutory Financial 
Organizations (NBSFOs) 
The Indian Financial system has a strong group of financial 
institutions, which are different in nature from banks and other financial 
intermediaries and are called "Non-Bank Statutory financial 
Organizations" (NBSFOs). The NBSFOs are also known as 
"Development Banks" or term lending institutions" or Specialised 
Development Financial Institution". 
With the independence of our country and beginning of economic 
planning, there was a crucial need for speedy industrialization in India. 
Due to apathy of the usual agencies meant to provide finance for large 
scale industries were found inadequate for financing the small scale 
sector and hence the Govt, of India came forward and set up several 
NBSFOs during the planning period. 
At present there are about 35 such institutions which include IDBI, 
IFCI, NABARD, EXIM Bank, SIDCs, SFCs, SIDBI, ICICI and so on All 
these institutions have been set up during the planning era, many of 
them very recently, mostly by the Government and the RBI with specific 
purpose of bridging the gap in the supply of long-term funds for fixed 
capital formation and its demand. 
Functions of NBSFOs^ 
a) They provide a wide range of fund based and non-fund based 
assistance to the business sector viz. direct rupee and foreign 
currency loans, direct subscription to and underwriting of 
industrial securities, guaranteeing loans and deferred payments, 
lease finance, rediscounting and refinancing, venture capital and 
soon. 
b) Assistance to private, joint, co-operational and public sector units 
of all sizes. 
c) Provide secured loan mostly to medium and long term nature and 
short term also. 
d) They have introduced a large number of special schemes of 
assistance with a view to solving certain specific problems of 
industrial sector. 
e) They have developed a consortium or participatory approach to 
their loan business. 
But a very large part of the assistance sanctioned by NBSFOs 
remains unutilised. The assured concessional resources are no longer 
available to NBSFOs. 
1.3 Role of Small Industries Development Bank of India 
(SIDBI) in Financing Small Scale Industries (SSIs): 
Small Industries Development Bank of India (SIDBI) was set up 
in October 1989 under the Parliamentary Act as a wholly owned 
subsidiary of IDBI and starts its operation from April 1990. It is an apex 
institution for providing financial and non-financial assistance to small 
scale, tiny and cottage industries. In pursuance of the SIDB 
i(Amendment) Act 2000, 51.1 per cent of the shares of SIDBI held by 
IDBI have been transfer to select public sector banks like LIC, GIC and 
other institutions owned and controlled by the Central Government. 
Objectives of SIDBI: 
a) To initiate steps for technological upgradation and modernization 
of existing units. 
b) To facilitate marketing of Small Scale sector products in India and 
abroad. 
c) To promote employment oriented industries in semi-urban areas 
to check migration of population to big cities. 
The Union budget 1996-97 envisaged a number of measures to 
develop small-scale sector with the SIDBI as the focal point. They 
include: 
• SIDBI will now refinance, SFCs (State Financial Corporation) and 
commercial banks for modernization projects upto Rs. 50 lakhs 
from its unutilised corpus of about Rs. 175 crore. 
• SIDBI's refinance ceiling of Rs. 50 lakhs for the single window 
scheme of State Financial Corporation (SFCs) etc. for composite 
loans will be double to Rs JOO lakh. 
• SIDBI will participate in venture capital funds set up by public 
sector institutions as well as private companies upto Rs. 50 
percent of the total corpus of the fund provided such fund to the 
financing of SSI. 
• SIDBI will provide refinance to lending institution which are now 
pemnitted to SSI units seeking ISO certificate of quality. 
SIDBI has play a very important role for the development of 
SSIs. It provide assistance to the entire SSIs sector including tiny, 
village and cottage industries, through suitable schemes to meet the 
requirement of setting up of new projects, expansion, diversification, 
modernization and rehabilitation. After 1992, it introduces 26 new 
schemes to fill the gaps in credit delivery system. It has provided equity 
capital, domestic and foreign currency term loans, working capital 
finance etc. SIDBI has entered into MOUs with many banks, 
governmental agencies, international agencies, R & D institutions, and 
industry associations for developing SSIs. The SIDBI is also operating 
schemes such as Micro Credit, Mahila Vikas Nidhi, Rural Industries 
Programme, and Adoption of Cluster for Technology Upgradation, 
National Equity fund (NEF), Single Window Scheme and various 
Human Resource Development programmes in backward areas. 
1.4 Methodology: 
For the purpose of the study, secondary data obtained from 
various sources was assessed and analysed. In Aligarh district, some 
small-scale industries as well as govt, functionaries were also 
approached to get first hand information about their perception of the 
problem. But District Industries Centre did not give the records of SSI 
growth. Sjmilarly except few Entrepreneurs of SSI the entrepreneur's 
reactions were non-cooperative and they do not want to disclose most 
of the information. So, secondary data were collected from journals, 
newspapers, and Annual reports of SIDBI etc. 
1.5 Objectives of the Study: 
The main objectives of the study were as follows: 
a) To identify and analyse the role of SIDBI in financing SSIs in 
Aligarh district. 
b) To assess the problems of SSIs in availing term loan from 
financial institution. 
c) To identify the different sources of financing SSI from other 
institutional sources. 
d) To examine the problems faced by SSI in getting their capital 
requirements from financial institutions. 
e) To seek remedies and give pragmatic solutions having policy 
implication. 
1.6 Hypotheses: 
For the purpose of the present study the following hypotheses have 
been formed -
(i) Finance acts as a constraint in the growth of small-scale 
industries in Aligarh district. 
(ii) SIDBI with its tremendous potential can be very effective in 
solving the problem of financing SSIs in Aligarh district. 
1.7 Limitations of the Study: 
a) The main limitation is that the entrepreneurs are not 
cooperative in disclosing their information. 
b) Majority of the SSI units never maintain proper records viz. 
cashbook, ledger, stock statement, profit and loss account and 
the balance sheet etc. Similarly most of the institutions do not 
have records of small-scale units. 
c) The general conclusions of the study would help in developing 
insights and understanding of the problems faced by small 
scale sector in the field of finance, the role of SIDBI for the 
development of SSIs. The conclusions of the study may not be 
applied to all the districts in UP as well as other parts of the 
country. This is because different districts and areas may have 
different problems and may need different solutions. 
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Chapter - 2 
A BRIEF REVIEW OF LITERATURE 
2.1 Review of Literature 
The review of literature forms an important part of research 
because it deals with critical examination of various published and 
unpublished works related to the study undertaken. Therefore, the brief 
review of various works of authors as well as several committee reports 
related to the financial and institutional support to SSI have been 
highlighted. 
Nayak Committee (1992)^ was constituted by the RBI in 1991 
which submitted its report in 1992 to examine the adequacy of 
institutional credit to the SSI sector and related aspects. This committee 
found that banks have insufficiently serviced the working capital needs 
of the SSIs particularly that of village and tiny enterprises. Moreover, 
there is need for setting up of specialized bank branches for small-scale 
industries, the absence of which has led to serious bottlenecks. Further, 
the system of providing term credit and working capital by two kinds of 
institutions, viz. Banks and SFC (State Financial Corporation) has given 
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rise to host of problems of cooperation among them. 
K. Ramesha (1994)^ examined the trends in credit supplied to 
small scale industries by Schedule Commercial Banks (SCBs) and 
State Financial Corporations (SFCs) and their inter state disparity. The 
study found that commercial banks continue to play an important role in 
financing SSI sector. However, the growth rate of bank credit has been 
low as compared to the growth rate of production from the SSI sector. 
Therefore, we can say that banking sector has in a way failed to meet 
the increasing credit requirements of SSI sector. The inter-state 
disparities in the distribution of credit have also widened between 1989-
90 and 1995-96. Moreover, the credit from SFCs term credit has shown 
relatively higher growth rate as compared to banks credit (short term) 
but still inter-state disparity in SFCs credit has also widened during the 
reference period. Further, there seems to be a sort of complementary 
relationship between Banks and SFCs in financing small-scale sector. 
Majority of the states that had low bank credit happened to be relatively 
strong in SFCs credit and vice-versa and this is in a waypoint to the 
above observation. 
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J. Chandra Prasad & V. Nareayana Rao (1996)^ in their study 
have observed that finance stands as a major bottleneck in the way of 
export activity of SSI sector. Some units, though produce exports 
potential items, could not tap the market due to lack of finance and the 
consequent export promotion handicap. 
Abid Hussain Committee (1997)" on small enterprises examined 
and suggested institutional arrangements and policies and programmes 
for meeting long term and short term requirements of the small 
enterprises. The committee found that the reservation policy of specific 
products for exclusive manufacture by small-scale industries had not 
served much purpose as most industrialization had occurred in items 
not reserved for small-scale industries. Moreover, it had resulted in low 
efficiency and productivity and restricted the expansion and exports 
potential of important industries, viz. light engineering, food processing, 
textiles and others. Credit to small-scale industries had become more 
expensive after interest rate deregulation. Institutions and regulatory 
policies responsible for technical assistance, human resources 
development, industrial standardization, etc. expected to play a 
proactive role in halting technological obsolescence (particularly among 
14 
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tiny units) did not prove effective. 
A. Ramkrishna Rao, K. Rajagopal and V.V. Munniswamy (1997) 
studied the effect of project delay on project productivity in the small-
scale units. They concluded that the difference of actual cash flow and 
planned cash flow is one of the reasons for delay of project. So, banks 
and financial institutions should have regular interaction with the 
entrepreneurs in order to reduce delay in disbursements of loan. 
Technically qualified staff should be associated in project appraisal 
during the implementation stage. Sickness of SSI units during the 
project stage is due to the shortage of funds at right time. That is why 
the small units require timely credit rather than cheap credit. The 
schedule of higher investment activities at the end is a better schedule 
than the schedule of project with higher investment at the beginning. 
D.D. Mali (1998)^ in his study has observed that Small and 
Medium Enterprises (SMEs) and micro enterprises have to face 
increasing competition in current scenario "quality withhold the key" and 
along with it they have to specifically improve in the areas of 
management, capability, marketing, product diversification, 
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technological upgradation, infrastructure developnnent, attitudinal 
changes among officers of banks and financial Institution for smooth 
credit flow to the small and medium enterprises (SMEs) and micro 
enterprises. Moreover, new small and medium enterprises (SMEs) may 
have to move from slow growth area to the high growth area and they 
have to form strategic alliance with entrepreneurs of neighbouring 
countries. Data bank industries to guide the prospective entrepreneurs 
including investors abroad are also needed. 
S.K. Mitra (1998/ in his study observed that the main factors 
affecting flow of credit to the SSI sector could be broadly categorized 
into two segments. One set of reasons indicate shortcoming inherent in 
SSI like a weak financial base, which eventually prompts the 
entrepreneurs to bring in funds by way of loan rather than capital, 
improper maintenance of book of accounts, inability to provide collateral 
security, delay in payments by the larger units, lack of appreciation of 
financial data required by banks or financial institutions etc. The second 
sets of reasons are attributed to be operational restraints and 
perceptions of banks and financial institutions like the administrative 
cost of lending to small borrowers are relatively high thereby resulting in 
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a disincentive to lend to SSI units. High mortality rate, sickness exists 
amongst the SSI units. The concessional interest rate does not motivate 
the financial institutions intrinsically to invest in SSI units etc. 
S.L. Kapur Committee (1998)° studied the various problems 
germane to the credit flow to SSI sector and to suggest appropriate 
measures for their redressal. The committee found the performance of 
Commercial Banks unsatisfactory in respect of small-scale industries 
financing persisted with regard to non-adherence of working capital 
norms as suggested by Nayak Committee and poor flow of credit to tiny 
units. The loan application forms prescribed by banks for small loans 
were complicated. No separate earmarking of funds by banks for 
working capital loan existed. Banking staff management was not well 
trained in the task of appraising small-scale industries projects. 
V.S. Kaveri (1998)^ in his study made an attempt to discuss 
issues related to bank finance to small-scale industries. He concluded 
that due to economic liberalization and financial sector reforms small 
scale industries have a bright future provided they remain economically 
viable. Modernisation is the need of the hour for which they will require 
increasing credit from the banking sector. Therefore, there should be 
cordial relationship between banks and borrowers. Moreover, there is 
need for educating both, for timely and adequate flow of institutional 
credit to SSI sector. 
C. Sivarami Reddy, P. Mohan Reddy and Harinatha Reddy 
(1999)^° made an analysis of various sources of working capital 
financing in small scale industries group so as to ascertain the 
significance and dependability of each of these sources. They conclude 
that in majority of SSI excessive long term financing of working capital 
was restorted to. Such a situation deprives funds for long term purposes 
on the one hand and adversely affects their profitability on the other. 
The long-term funds are excessively used to finance working capital 
needs of small-scale industries, as these units were not able to tap 
required funds for working capital from commercial banks. 
N. Rajendran (1999)^^ made a study to examine the various kinds 
of assistance given by the institutions with the prime objective of 
identifying institutional assistance for the development of small-scale 
industries and the problems faced by small-scale industries of 
Tiruchirapalli district. He concluded that the greatest problem faced by 
the small entrepreneurs was non-availability of adequate financial 
assistance. Moreover, the small enterprises also faces raw material, 
marketing, technological and administrative problem. There were 
complicated procedures in availing loans from financial institutions and 
no coordination exists between the promotional institutions and 
government agencies. 
Vikram Chadha (1999)^^ studied the current state of institutional 
finance especially for technological upgradation and the problems faced 
by the financial institutions in offering credit and the small enterprises in 
absorbing such credit flows for this purpose. In his study he concluded 
that the industrial sector in India is dominated by SSI but this sector 
suffers from technological backwardness. Therefore, for technological 
upgradation small enterprises require ample financial and technical 
support from the Government agencies and other financial institutions. 
Suni George (2000)^^ in his study of small scale industries and 
economic liberalization concluded that all is not well with small scale 
industries even today. Protection policy has lead SSI to remain small to 
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become more inefficient with poor product quality. It is not protection but 
competition should be the rule of the day. Efficient management, strong 
marketing strategy to cope with international marketing standards, 
production of world-class products with top quality, alone can infuse a 
greater degree of competition in the SSI sector. The government should 
provide infrastructure at reasonable cost, and in small scale sector 
where we have traditional skills in finishing and manufacturing, 
government must liberally allow import of raw materials to attract foreign 
investors who can set up comparatively low cost production base in 
India. 
J. Revathy & K.V. Rao (2001)^'' in their study found that lack of 
access to credit represent a strong restriction or acts as a hindrance on 
the expansion of SSI establishments. The proprietors themselves 
though financing as their most pressing input constraints. It was found 
that borrowed funds occupied a dominant position in the total sample 
units. Share capital, reserves surplus have contributed to the extent of 
around one-fifth only. Viewed from the point of view structure of 
liabilities, current liabilities and provisions have occupied 50.3 per cent. 
The relationship between short term and long term liabilities revealed 
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that short-term liabilities had occupied a place of prominence. Short-
term liabilities were found to be four times more than the long-term 
liabilities in the sample units. This clearly shows the dependence of 
Small Business Units (SBUs) on temporary sources of funds than 
permanent ones. 
K. Sundar, R. Kumar Gandhi and G. Gangatharam (2002)^^ 
studied the role of SIDBI in meeting financial requirement of small scale 
industries through its various loan programmes. They concluded that 
the role of SIDBI in providing financial assistance is generally 
commendable both in terms of number of schemes sanctioned and the 
quantum of loan disbursed over a period of 8 years. The Bank is mainly 
financing to small-scale industries through 'Refinance' and 'Bills 
Financing' scheme. But bank's performance is not so impressive in 
case of promotional and development assistance, project financing and 
equity financing. 
Valsamma Anthony (2002)^^ in his study of the prospects and 
growth of small-scale industries in India highlighted that adequate and 
timely availability of working capital and marketing avenues for small-
scale industries products should be ensured for improving their 
competitive strength in the domestic and global markets. There is need 
for providing better information and excellent networking for the small-
scale industries besides development of quality infrastructural facilities. 
The small-scale sector can go on wings with the sincere efforts of the 
entrepreneurs, the dedicated functioning of the promotional agencies 
without red tape or bureaucratic delays and pragmatic approach by the 
government. 
Nowadays the SIDBI was expanded and new scheme of 
Technology Development and Modernization fund (TDMF), with a 
corpus of Rs. 200 crores for direct assistance of small-scale industries 
to encourage existing industrial units in the sector to modernize their 
production facilities and adopt improved and updated technology so as 
to strengthen their export capabilities. 
Credit Related Development Scheme (2004)^'' based on the 
Kapur Committee recommendations specialized bank branches for 
SSIs lending have been set up. By March 2004, there were 417 such 
bank branches in the country but they have not achieved the desired 
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objectives. It was also found that availability of credit is a major 
problem. To check this problem Standing Advisory Committee of RBT in 
Feb. 2004 was constituted to reduce the credit cost and the finance 
Minister announced the creation of SSI fund of Rs. 200 crores in Jan. 
2004. 
Some other credit related development in years are preparing of 
exclusively credit plan for 60 clusters by the banks. These plans 
merged with Annual Credit Plan of State. 
2.2 Role of Small Scale Industries in Economic 
Development: 
It is well-established fact that the SSI play an important role not 
only In the growth of global output and world trade but also in 
employment generation and balanced regional development. The 
growth of the sector has a catalytic effect on the overall gro-Mh of the 
economy. As per the Govt, of India's Tenth five Year Plan (2002-07) 
achieving and sustaining high growth rate and employment will require 
sharp set up in industrial and services growth. Now there is wide spread 
recognition within India that vibrant SSI are potentially a key to engine 
of economic growth, job creation and greater prosperity. So we can say 
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that small Industries play an vital role in resurgence of an economy. 
Definition and Concept of SSI: 
Under the section II B of Industries (Development & Regulation) 
Act 1951, the SSI is defined as a unit, which has investment In plant 
and machinery not exceeding Rs. 100 lakhs (Rs. 10 million). There is 
exists a definition for micro enterprises popularly known as tiny units. 
Actually tiny unit is one having investment in plant and machinery not 
exceeding Rs. 25 lakhs (Rs. 2.5 million). Industry related to services 
and businesses are also included within the purview of SSI sector in 
their fixed investment not exceeding Rs. 10 lakh (Rs. 1.0 million). 
As we know that limit is revised from time to time to offset the 
impact of inflation and to meet technological needs. 
In India, the first official criterion for SSI dates back to the 2"'' Five 
Year Plan when it was in term of gross investment in land, building plant 
and the strength of labour force. 
So Small Scale Industries Board defined it as "A unit employing 
less than 50 person, if using power and less than 100, without use of 
power and capital assets not exceeding Rs. 5 lakh". Later this has been 
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revised again by SSIB, and new definition become small scale 
industries will include all industrial units with a capital investment of not 
more than 75 lakh irrespective of the no. of person employed. 
When Indian Government announced industrial policy in July 
1980, the small scale industrial unit was defined as a unit engaged in 
Industrial activity and having original investment in plant and machinery 
upto Rs. 20 lakh. 
Again, in July 1991, the government announced industrial policy, 
investment limit for tiny units have been increased from 20 to 25 lakhs 
accepted the recommendation of Abid Hussain Committee. 
Later Govt, also announced increase in the investment limit in 
plant and machinery of SSI i.e. from 60 lakh to 70 lakh and to Rs. 75 
lakh respective which extended to 3 crores in 1997 for such industrial 
units. 
On Feb. 17, 1999 the Union Government reduced this limit of 3 
crores to Rs. 1 crore. The investment ceiling for tiny units remained 
unchanged at Rs. 25 lakh. 
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Registered and Unregistered SSI units:^ ^ 
"In Small Scale Industrial Sector the registration is voluntary. 
The registration is done with the District Industries Centres (DICs), firstly 
on temporary basis and subsequently on the request of the concerned 
entrepreneurs, on a permanent basis. However, as far as manufacturing 
units are concerned, their registration is mandatory under sections 2m(i) 
and 2m(ii) of the Factories Act. Section 2m(i) implies to units engaging 
10 or more workers and using power whereas section 2m(ii) refers to 
units engaging 20 or more workers and not using power. Some state 
government notify certain industrial activities for mandatory registration, 
although they do not confonn to the criteria laid down under section 
2m(i) and 2m(ii). Such registrations are done under section 85(i) and 
85(ii). Section 85(i) refers to units engaging less than 10 workers and 
using power and section 85(ii) refers to units engaging less than 20 
workers and not using power". 
2.3 Distinction between Small Scale and Cottage Industry: 
The main difference between small scale and cottage industries 
are: 
1. Small-scale industries are mainly located in a.^ eas as separate 
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establishment while the cottage industries are generally 
associated with agriculture and provide employment in rural 
areas. 
2. A small-scale industrial unit employ a wage earning labour and 
production is done by the use of modern techniques. While a few 
cottage industries, which are export oriented, have been included 
in the category of small-scale sector so that facilities provided to 
small units may also be given to export oriented cottage 
industries. There is no wage earning person employed. 
3. Small scale industries produce goods with partially or wholly 
mechanized equipment employing outside labour, the cottage 
industries involve operations mostly by hand which are carried on 
primarily with the help of the members of the family. 
4. In small scale sector there is capital investment. While in cottage 
industries, it possesses negligible capital investment. Family 
members run cottage industry on full or part time basis. 
2.4 Growth of Small Scale Industries in National Context: 
Small Scale Industrial sector forms an important constituent of 
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unorganized manufacturing sector in India. These units ennerged as an 
engine of growth in several and developing countries like India. 
In India they have emerged as a vibrant and dynamic component 
of the economy. 
Table 2.1 
Growth of SSI in National Context 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
No. of 
units (in 
lakhs) 
101.1 
105.2 
109.2 
114.0 
118.59 
123.32 
Exports 
(Rs. 
crores) 
69,797 
71,244 
86,013 
94,644 
124,417' 
N.A. 
Production (in crores) 
Current 
prices 
261,289 
195,613 
210,636 
357733 
418,263 
471,244 
Constant 
prices 
184,401 
195,613 
210636 
228,730 
251,511 
275,581 
Employment (in 
lakhs) 
239.1 
249.1 
260.1 
271.4 
282.91 
294.1 
Source: OWce of the Development Commissioner (SSI), Govt, of India. 
Table 2.1 shows During 2000-01 to 2005-06, the small-scale 
sector is estimated to have recorded from 261,289 crores at current 
prices in 2000-01 to 471,244 crores at current price in 2005-06. The 
number of units in small-scale sector is estimated to have increased to 
123.42 lakhs unit at end. March 2006 as compared to 101.10 lakhs 
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units at end March 2001. Employment in the sector estimated at the 
level of 294.1 lakh at end March 2006 as compared to 239.09 lakhs 
person employed in small-scale sector in 2000-01. The exports at Rs. 
124,417 crores during the year 2004-05 up from Rs. 69,797 crores 
during the year 2000-01 is as shown in Table 2.1. 
"Policy initiatives for promoting small enterprises":^^ 
• For allowing small enterprises to grow, 193 items reserved for 
exclusive manufacture in the small-scale sector dereservation in 
2004-05 to bring down the total number of reserved items to 
506. After consultations with stakeholders, more items are 
proposed to be dereservation in 2005-06. 
• As announced in the Budget 2005-06, the turnover eligibility 
limit under the General Small Scale sector excise Exemption 
Scheme raised from Rs. 3 crore to Rs. 4 crore. ' 
• With a view to integrating small and medium enterprises, 
facilitating their growth and enhancing their competitiveness 
(including measures to reduce the rigours of the "Inspector Raj" 
faced by the sector), the 'Small and Medium Enterprises 
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Development (SMED) Bill 2005' introduced in the Lok Sabha on 
12"^  May 2005. 
• A 'Policy Package for Stepping up Credit to Small and Medium 
Enterprises' announced on 10**'August, 2005. 
• Under the 'Credit Linked Capital subsidy Scheme' (CLCSS) for 
technology upgradation, amendments made with effect from 
September 29, 2005, which, inter alia, raise ceiling on loans 
from Rs. 40 lakh to Rs. 1 crore and their rate of subsidy from 12 
per cent to 15 per cent. 
• RBI formulated the scheme of 'Small Enterprises Financial 
Centers' (SEFC) to encourage banks to establish mechanisms 
for better coordination between their branches and branches of 
Small Industries Development Bank of India (SIDBI) in the 
identified clusters for more efficient credit delivery. 
• To facilitate technology upgradation and enhance 
competitiveness, the investment limit (in plant and machinery) 
raised from Rs. 1 crore to Rs. 5 crore in respect of 69 items 
reserved for manufacture in the small-scale sector and for all 
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items in the drugs and pharmaceuticals sector. Notification to 
this effect to be issued shortly. 
• A new 'Package for Promotion of micro and Small Enterprises' 
under formulation to include supplementary measures to 
encourage adequate credit flow, provide further incentives for 
technology upgradation, infrastructure and marketing facilities, 
capacity building of micro and small enterprises, and support to 
women entrepreneurs. 
The reason for which small scale industry should be assign an 
important place in the development of the Indian economy having in 
these days of large scale industry are summed up below. 
1. Predominance of SSIs 
2. Continuous employment to agriculturist. 
3. Reduction of excessive pressure on land. 
4. High employment potential. 
5. Small capital required. 
6. Decentralization of possible industries. 
7. Competitive advantage. 
8. Law incidence of fluctuation in employment. 
9. Low social cost. 
10. Prevention of concentration of economic power. 
11. Mobilization of latest resources. 
12. Suitability in Indian condition. 
13. Ancillaries to large industries. 
14. Short gestation period. 
For all these reasons SSI play an important role in the program of 
industrial development of India. 
2.5 General constraints for proper growth of SSIs: 
• Inadequacy of credit resulting into sickness of the unit because of 
their inability to provide collateral insecurity. 
• Financial institutions charges high interest rate. 
• There is lack of specialized managers in SSIs. 
• Low level of technology 
• Due to increasing input cost unable to provide quality product. 
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• Absence of research and development facilities in SSIs 
• Red Tapism 
• Low level of technology 
• Low financial or capital for advertising. 
• Absence of consortium leading to increasing cost of raw material 
• There is lack of appreciation of financial data and relevant 
information as required by the banks and financial institution. 
• Poor infrastructure base. 
• Lack of personnel training 
• Lack of design development centres 
• The delay in release of payment by the larger units to small-scale 
units. 
• No proper support from financial institutions to revive the loss 
making units. 
• Under utilization of capacity 
• Insufficient export credit. 
• Poor marketing skill 
• The SSIs are not in position to maintain proper looks of Account 
because of lack of knowledge. 
2.6 Major Constraints of SSIs: 
Some of the major constraints in the growth of SSIs are as 
follows: 
2.6.1 Finance and credit constraint: 
The scarcity of finance and credit is the main obstacle in the 
development of small-scale units, which results sickness of SSI and 
ultimate closure. Because of weak financial base which eventually 
prompts the entrepreneurs to bring in funds by way of loan rather than 
capital, improper maintenance of books of account, inability to provide 
collateral security, lack of appreciation of financial data required by the 
banks or financial institutions intrinsically to invest in SSIs units etc. and 
other, which we discuss above in general constraints. 
The govt, of India recognized the importance of credit flow for the 
development of SSI and this was a major motivation for bank 
nationalization setting up of State Finance Corporation, SIDBI and other 
institutions. Banks were mandate to provide 40% of their lending to the 
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priority. 
2.6.2 Infrastructural Constraints: 
Keshav Das and Sebastian Morris found in their survey that about 
1063 firms, 716 firms faced significant infrastructural problem. The most 
severe constraint is power. Transportation and communication 
infrastructure are also universally constraint. In many Small Scale Units 
(particularly those relating to beverages, tobacco, basic chemicals, 
paints and varnishes and drugs) water supply is fast emerging as an 
important infrastructure constraint. 
2.6.3 Marketing Constraints: 
One of the main problem faced by the SSI is marketing. The SSIs 
units often do not possess any marketing organization and 
consequently their product as compare unfavourable with the quality of 
the product of large-scale industries. Because of shortage of capital and 
financial resources, these units do not have adequate staying capacity. 
To check small scale units from competition from large scale units 
the government has reserve certain item for SSI sector. The Trade 
Development Authority and State Trading Corporation helps the SSI, in 
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organizing their sell. 
2.6.4 Technology Constraints: 
For snriall scale sector technology Is also challenge. Majority of 
the units are still carrying on with outdated technology. So, there is need 
for modernization and technology upgradation with a view to reduce 
cost and prices and increase competitive power of the product of this 
sector. 
2.7 Institutional Support for Financing Small Scale Sector: 
The central government and state government for the 
development of SSI sector in the country promote a large number of 
institutions and organizations. The main Central Government 
organization areas as follows: 
2.7.1 Small Industries Development Bank of India (SIDBI): 
For meeting the long standing demand of a small scale industries 
for a separate Apex Bank to provide financial assistance to them, the 
government established under the Small Industries Development Bank 
of India Act 1989 as a wholly owned subsidiary of IDBI, i.e. 'SIDBI'. It 
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commenced its operation from April 2, 1990 by taking over outstanding 
portfolio and activities of IDBI pertaining to the small scale sector. 
The main function of SIDBI include: 
• Technological upgradation and modernization of existing units 
• Expanding the channels for marketing the product of SSIs 
• Promotion of employment oriented industries especially in semi-
urban areas to create more employment opportunities. 
• Refinance of loans and advances 
• Discounting and rediscounting of bills 
• Granting direct assistance and refinance of loans 
• Providing services like factoring leasing etc. 
• Extending financial support to state Small Industrial Development 
Corporation. 
2.7.2 Small Industries Development Organization (SIDO): 
SIDO was established in 1954 on the recommendations of the 
Ford Foundation team of Government of India for the development of 
SSIs. It is headed by the Development Commissioner (SSI) who is an 
ex-officio Additional Secretary to the Government of India. That is the 
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reason, the office of the Development Commissioner (SSI) is commonly 
known as SIDO. 
It is the nodal organization, which implements Central 
government policies. It operates through a network of 28 small 
industries services institutes (SISIs), 30 branches of SISIs and host 
other centres. The main function of SIDO is as follows: 
• It evolving an all India policy and programme for the development 
of SSIs. 
• Maintaining liaison with different state and central Ministers, 
Planning Commission, RBI and financial institution. 
• Coordinating the various programmes and policies of State 
Government. 
• Dissemination of economic information. 
• Assisting SSI units in technological upgradation by providing quality 
tool facility. 
• Increasing efficiency of SSI units by providing consultancy and 
common service facilities in the areas of design and production of 
tools 
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• Monitoring the Prime Minister Rojgar Yojna (PMRY) 
• Helps in preparation of project file. 
• Helps in skill development 
• Helps in entrepreneurship Development and Management Training. 
2.7.3 Small Industries Services Institutes (SISIs): 
The SISIs were set up in state capitals and other industrial cities 
in the country. There are all together 28 SISIs and 30 branches SISIs in 
India. Their performances are overseen by the office of the DC (SSI). 
The main functions of SISIs are as -
Technological development services and consultancy services 
Interface between Central and State Government. 
Entrepreneurship Development programme 
Promotional programmes 
Ancillary development 
Promotion of export 
2.7.4 Small Scale Industries Board (SSIB): 
SSIB was set up in 1954. This board facilitates the coordination 
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and inter institutional linkage for the development of SSI sector. Union 
Minister of India Industries is the Chairman of SSIB. It also includes 
members' state. Industry Ministers, selected members of Parliament, 
Secretaries of various department of Central Government, Financial 
Institutions, Public Sector Undertaking (PSUs), Industry Association and 
eminent experts in SSI sectors as the member. 
2.7.5 Product-cum-Process Development Centre (PPDCs): 
PPDCs have been set up to look into specific problems of an 
industry, develop new technologies, render technical support services, 
and manpower development. PPDCs have been set up at 6 places to 
provide services to SSIs these are at Meerut (sports goods), Ramnagar 
(electronic), Agra (foundry), Bombay (electrical instrumentation), 
Firozabad (glass industry) and Kannauj (essential oil). 
2.7.6 National Small Industries Corporation (NSIC): 
The Government of India established NSIC in 1955, it's aim is to 
promote, aid and foster the growth of SSIs in the country. It helps the 
SSI through its various programmes and project. NSIC plays a very 
important role through modernization, technological upgradation, quality 
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consciousness, strengthening linkages with large and medium 
enterprises and boosting exports of products from small enterprises. 
Some of the services of NSIC are -
• Provide machinery and equipment through Hire Purchase scheme. 
• Provide Machinery and equipment through Lease scheme 
• Provide finance to SSI for marketing, bill discounting, raw material 
purchase and for export. 
• Marketing assistance 
• Assistance for procurement of raw material 
• Technology Transfer Centres 
The main State Governrhent agencies are as follows: 
2.7.7 State Financial Corporation (SFCs): 
Under the SFCs Act SFC were set up in 1951 for the 
development of small and medium enterprises. The SFC provides 
various services to SSIs through -
• Term loan 
• Guarantees 
• Direct subscription to equity 
• Seed capital assistance 
• Discounting of bill of exchange 
Under the single window scheme of SIDBI, SFCs have also 
extending the working capital along with term loan to mitigate the 
difficulties faced by SSIs in obtaining the working capital limits on time. 
2.7.8 District industries Centre (DICs): 
In May 1978 DIC was initiated for the promotion of small scale and 
cottage industries beyond big cities and state capitals to the district 
head quarters. It was started as a centrally sponsored scheme with the 
main of developing small, tiny and cottage industries in the country. 
Main services of DICs are: 
Provide machinery and equipment 
Economic investigation of local resources 
Provide raw material 
Marketing 
Provision of credit facilities 
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• Quality input 
• Consultancy and extension services 
2.7.9 State Industrial Development/ Investment 
Corporations (SIDCs/SIICs): 
The State Industrial Developnnent Corporations are in the forefront 
of the industrialization in the state. SIDCs/SIICs were established under 
the Companies Act 1956 as wholly owned undertaking of the state 
government. They act as a catalyst for industrial development in their 
respective States. 
SIDCs provide land, infrastructure facilities like factory sheds, 
developed plots, roads, power, water supply, drainage and other 
amenities. 
SIDCs were setup mainly to cater to the financial requirements of 
medium and large-scale industries. But they also provide assistance to 
small-scale sector by way of term loan, subscription to equity and 
promotional services. 
2.7.10 State Small Industrial Development Corporations 
(SSIDCs): 
State Small Industrial Development Corporations (SSIDCs) were 
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set up under the Companies Act 1956 as State Government 
undertakings. They are mainly concerned with the needs of small, tiny 
and village industries in the State/Union Territories. SSIDCs are 
operationally flexible and can undertake a variety of activities for the 
overall development of the SSIs sector. They provide assistance to 
small-scale sector and act as promotional agencies. The activities of 
SSIDCs are both assistance oriented and promotional. 
Other State level agencies that extend facilities for SSI promotion 
include: 
• State Infrastructure Development Corporation. 
• State Export Corporation. 
• State Co-operative Banks. 
• Regional Rural Banks. 
• Agro Industries Corporations. 
• Handloom and Handicraft Corporations. 
The other agencies are as follows: 
2.7.11 National Institute for Entrepreneurship and Small 
Business Development (NIESBUD): 
In 1983, the Ministry of Industry by Government of India 
established National Institute for Entrepreneurship and Small Business 
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Development (NIESBUD) for entrepreneur development especially in 
areas of SSIs. Main functions of NIESBUD are -
Training programmes for entrepreneur 
Arrange seminars 
Undertaking researches 
Developing training as well as teaching aid 
Provide training for women entrepreneur 
2.7.12 National Institute of Small Industry Extension and 
Training (NISIET): 
National Institute of Small Industry Extension and Training (NISIET) 
was set up in the early 1950s at Hyderabad for the training to 
entrepreneurs, managers, and various development functionaries of 
Stat Government, financial institutions and other agencies. 
And other agencies include Technical Consultancy Organizations 
(TCOs), Non-Governmental Organization (NGOs), Housing and Urban 
Development Corporation Ltd. (HUDCO), Entrepreneurship 
Development Institute of India (EDI!) etc. 
Small Scale Industries are playing a very important role in the 
overall development of the country. The SSI units in the country are 
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increasing over the years. The Government has also setup various 
institutions, organizations and supportive infrastructure for the 
promotion and development of SSls in the country. The main institutions 
and organizations are SIDBI. SSI Board, SIDO, NSIC, DICs, SFCs etc. 
Moreover, the Government has also established industrial estates, 
industrial areas, growth centers, industrial parks, export processing 
zones etc. Inspite of all these efforts the SSI are facing the lot of 
problems due to increasing input cost, delayed payments by large scale 
industries to small scale industries etc. But the major hindrance the 
SSls are getting difficult to tackle the problem of finance, the problem of 
marketing, problem of technology etc. 
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Chapter-3 
SOCIO-ECONOMIC PROFILE OF ALIGARH 
DISTRICT 
3.1 General Background of Aligarh: 
The district Aligarh reflects the influence of both the long Mughal 
period and relatively brief British periods of domination. Like other cities 
of India, Aligarh is a city of great antiquity, wrapping in its fold many 
dynasties and their rise and fall. Aligarh is still a regional and 
administrative commercial and centre. During the period of British rule it 
gained an important manufacturing industry known "Aligarh Locks" 
which are manufactured largely in small shops and are well known 
throughout India. 
Aligarh is one of the prosperous districts of Western Uttar 
Pradesh Several factors like agricultural potential, availability of labour, 
transport system climate etc. has made Aligarh a viable unit for 
industrial location. Hence in the wake of industrial expansion after 
independence, Aligarh district has made a good progress in this field. 
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3.2 Geography 
Location and Area: ^ 
Aligarh is one of the important districts of Uttar Pradesh. It is 
located in the western part of the state at a distance of about 126 kms 
from Delhi. It lies in central heart of Ganga Yamuna Doab. The district 
comprises the northern most part of Agra division. It is bounded by 
Bulandshahr district in the North & Mathura district in the South. 
The district of Aligarh is spread from 27°29' to 28 ° i r North 
latitudes and 72° 38' east longitudes. The greatest width from east to 
west is about 116 kms. And the maximum length from North to South is 
about 72 Kms. The total geographical area of the district is about 5028 
sq. kms. 
3.3 Parameters of Growth and Development: 
3.3.1 Population^ 
The total population of the Aligarh district according to 2001 
census was 32,95,982 persons comprising 17,88,880 male and 
15,07,102 females and spread over the areas of 37,004 sq kms. The 
density of population is about 350 persons her sq. kms. The rural 
population of the district is about 2467484 persons (13,45,184 male and 
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11,22,300 females) while • urban population is 8,28,498 persons 
(4,43,696 male and 3,84,802 female). As per 2001 census the schedule 
caste and schedule tribe population of the district is 7,58,308 persons 
and 1,270 persons respectively. 
3.3.2 Agriculture: 
Aligarh district is located in the fertile agricultural plain of the 
Ganga Yamuna Doab. Soil,.Agriculture occupies a prominent place in 
the economy of the district. Nearly 68% of the total population in the 
district is engaged in agricultural activities. Largely three types of crop 
claim Rabi (53.8%), Kharif (40.9) and Zaid crop (6.2%). Wheat is the 
main crop of the Aligarh district. Infact this district has the distinction of 
the highest production under agriculture in the whole state of U.P. 
3.3.3 Climate and Rainfali: 
The district experiences a tropical monsoon type of climate 
varying between two opposites extremes, that is from very hot to very 
cold. It is great influenced by the southwest and northeast monsoon 
winds. 
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The normal rainfall in the district is 7,73 mm. Dependence on 
natural rain for agricultural operation is risky because about 60%-70% 
of the rainfall is experienced during the month of July to September. 
3.3.4 Administrative Set-up: 
Administratively, the district has been divided into six tehsils 
namely Atrauli, Iglas, Kol, Khair, Sikandra Rao and Hathras. The total 
number of villages in the district is more than 1,769. As far as amenities 
are concerned, number of villages having one or more amenities in the 
district as per 2001 census is given below: 
Table 3.1 
Number of villages having one or more amenities in District 
2001 census 
S.No. 
1 
2 
3 
4 
5 
6 
7 
Amenities 
Education 
Drinking water 
Communication 
Market 
Medical 
Power supply 
Approached by pacca road 
No. of 
inhabited 
villages 
1353 
1706 
451 
133 
1640 
1689 
1069 
Percentage 
79.31 
96.1 
26.4 
7.8 
96.1 
99.0 
62.5 
Source. UP. Gazette 
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3.3.5 Transport and Communication: 
Aligarh enjoys the unique position from the point of view of 
transport. Being an industrial city has good transport facilities both for 
rails and roads. It is a centrally located junction of the northern railway 
having direct connection with various marketing centres such as Delhi, 
Agra, Kanpur and Calcutta etc. 
As far as the roads are concerned the city has a good network of 
connected well-developed roads. During the last three years, the roads 
of Aligarh improved tremendously. The district is benefited by three 
states highways passing through the district i.e. Delhi, Kanpur, Pilibhit-
Bharatpur Chandausi, Tahakpur-Kota Road. The total length of road 
mileage in this category is 207.3 kms. These highways help in the 
development of the district. Recently big factories and other industrial 
establishment have sprung along this road. 
In 1985, the total number of post offices in the district was 485 in 
number and 94 telegraph offices in different part of the district. Postal 
services have enormously increased and it is expected that postal 
services will further improve in the district in the coming years. 
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3.3.6 Employment Generating Schemes: 
In the Aligarh district many employment-generating schemes had 
been implemented which had generated enough employment 
opportunities in the past. Some of them were Training to Rural Youth for 
Self Employment (TRYSEM), Integrated Rural Development 
Programme (IRDP), Self Employment Programme for Urban Poor 
(SEPUP), Pradhan Mantari Rozgar Yojna (PMRY) etc. Under SEPUP 
2802 persons were benefited from 1993-94 to1998-99. 
From PMRY, 5328 persons got financial assistance from 1994-
1995 to 1998-99. Under TRYSEM, 1351 persons were assisted from 
1996-97 to 1998-99. 
3.3.7 Educational Level: 
The education level of Aligarh district has steadily increased 
during the last four decades. In addition to the Aligarh Muslim University 
there are more than 8-degree colleges, 559 senior basic schools and 
1418 junior basic schools in the district. According to table 3.1, in the 
year 1961 the total literate person including males and females were 
3,41.932, the total literate males and females were 2,82,958 and 66,174 
respectively and the literacy percentage of the total population was only 
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19.77% which has been increased to 44.9% The percentage of literate 
females to the total females population was 3.75% and it has raised to 
26.8% In 1991. The percentage of total literate male population also 
increased steadily from16.3% in 1961 to 59.9% in 1991. The literacy 
rate of AJigarh district has increased tremendously from the year 1961to 
till 1961. 
Table 3.2 
The Literacy Rate of Aligarh District 
(Census 1991) 
Year 
1961 
1971 
1981 
1991 
Literate Person 
Male 
282955 
616100 
633717 
633717 
Female 
66174 
121483 
191023 
23679 
Total 
341932 
525540 
807123 
869996 
% of Literacy 
Male 
16.3 
35.1 
44.0 
59.9 
Female 
3.75 
12.6 
16.2 
26.8 
Total 
19.78 
24.9 
31.3 
44.9 
Source: Gazette of UP 
3.3.8 Trade, Commerce and Export: 
The Aligarh district is well known for manufacturing locks, 
handloom and khadi cloth, rose water, sugar, pulses, ghee, glass, 
bottles, beads, and wares perched rise and Ayurvedic medicines. The 
v^»?* i^zad y'k t^rl-^. 
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important imported commodities in Aligarh district are metal, sugar, 
glass, food-grains, cotton yarn, herbs etc. and exported commodities 
are locks, khadi cloth, rose water, wheat, brass were, mangoes, glass 
bottles and ayuverdic medicines etc. 
3.3.9 Industries: 
There is a rapid growth of industries in the Aligarh district. Lock 
industry is the largest and most important industry of the town. In 
addition to locks other industrial activities are manufacturing of building 
fitting materials, electrical equipment, iron foundries, ferrous mines, 
cutlery, steel furniture, automobile spare parts, brass, glass work etc. 
The agro-based industries are also growing in the district such as edible 
oil, dowry and bakery products, decoration articles, hosiery, readymade 
gannents, carpet industries etc also have a sizeable production. There 
are about 7134 registered small-scale industrial units in the district as a 
whole out of which 4004 units are located in the city area and the 
remaining 3130 are scattered in different blocks of Aligarh district. 
3.3.10 Banks: ^ 
There were 213 banks branches in the district at the end of 1988-
89, which increased to about 230 in 1998-99. In Aligarh district 
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commercial banks had 113 branches out of which Gramin Bank had 91, 
Aligarh district co-operative 19, UP cooperative Agriculture and Rural 
Development Bank and UP Financial Corporation had 1 branch each. 
Thus, banks/financial institutions have total 230 branches. 
Table 3.3 
Banking Facilities in Aligarh District 
S.No. 
1 
2 
3 
4 
Name of the bank 
Commercial Banks 
Regional Rural Banks 
Co-operatives Banks 
U.P. Financial Corporation 
Total 
Total 
110 
91 
28 
1 
230 
Source: Cannara Bank, Lead Bank office, Aligarh 
Co-Operatives: 
There were 203 co-operative societies in 1980-81 and their 
number went upto 539 in 1988-89 recording an increase of 336. The 
highest numbers of co-operative socities were in Sikandra Roa Tehsil 
followed by Atrauli Tehsil. 
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3.4 Present Scenario of Industrial Sector in District Aligarh: 
A brief survey of the historical background of SSIs reveals that 
Aligarh district did not have a large number of SSIs before 
independence. In order to encourage SSI, the Government of UP took 
up some concrete steps and as such, the Aligarh Industrial Estate was 
established and also "Talanagri" was set up in 1990 financed by UP 
Small Scale Industries Development Corporation (UPSSDIC) to provide 
an alternate site for lock manufacturing. The Government of UP drew 
systematic plans to gear up the pace of industrialisation through SSI 
and the package of incentive gave further impetus to the growth and as 
such, the number of small-scale industries rapidly grew. 
Table 3.4 shows the no. of Registered units of Small Scale 
Industries, Block wise in Aligarh district. The main reason of 
concentration is that "Hathras block" is located on Grand Trunk Road, 
which is well connected to many parts of Aligarh district as well as 
outside the district. There is an easy transport facility of raw material 
and finished products. In other blocks these units vary from 18 in Bijauli 
to 326 in Iglas depending on availability of raw material, needs of 
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products and means of transport and communication facilities. These 
industrial units provide large number of employment opportunities. 
Table 3.4 
Block wise Distribution of SSI units 
S.No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
Name of Block 
Akrabad 
Atrauli 
Jawan 
Khair 
Chandausi 
Bijauii 
Dhanipur 
Iglas 
Gangiri 
Gonda 
Hasayan 
Hathras 
Lodha 
Mursan 
Sasni 
Sikandra Rao 
Tappal 
Total 
No. of units 
55 
268 
23 
100 
31 
18 
46 
326 
61 
75 
153 
1173 
64 
140 
251 
265 
81 
3130 
Source: DIC report ofAligarh 2001 
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Table 3.5 shows that SSI units are engaged in different types of 
activity. It is seen that miscellaneous manufacturing units were the 
dominant SSI units (32.04%) followed by repairing and sen/ices of 
industries i.e., 27.7%, Hosiery and Garments 23.4%, Food & Craft 
(7.5%), Metal product (4.69%), wood product (2.15%) and other units 
like rubber and plastic, chemical product, paper product and printing, 
transport equipment parts etc. were found to be negligible in existing 
industries. 
Table 3.5 
Distribution of SSI units by the type of activity (Agra Zone) 
S.No. 
1 
2 
3 
4 
5 
6 
7 
8 
Industries 
Food & crafts 
Beverages & Tobacco product 
Cotton textile 
Wood, silk and synthetic fibre textile 
Jute hemp & mesta textiles 
Hosiery and garments 
Wood product 
Paper product & printing 
No. units 
39 
~ 
~ 
~ 
~ 
120 
11 
4 
% 
7.63 
~ 
"• 
~ 
-
23.4% 
2.15" 
.78 
60 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
Leather product 
Rubber & plastic product 
Chemical product 
Non-metallic & mineral product 
Metal product 
Basic metal product 
Machinery and apparatus 
Electrical machine & apparatus 
Transport equipment part 
Miscellaneous manufacturing 
Repairing & services of industries 
Total 
~ 
1 
5 
24 
1 
164 
142 
511 
" .19 
.97 
1 
4.69 
-
.19 
32.04 
27.78 
100 
Source: DIC report March 2006 
Table 3.6 taken from the DIC, if we see the investment then we 
will find that investment on food craft is Rs. 3.980 crore has the 
maximum investment followed by wood product (Rs. .034 crore), paper 
product and printing (Rs. .034 crore). 
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Table 3.6 
Distribution of SSI unit according to investment in plant and 
machinery (Agra Zone) 
S. No. 
1 
2 
3 
4 
5 
6 
6 
7 
8 
9 
Industries 
Food & crafts 
Hosiery & Garment 
Wood product 
Paper product & printing 
Rubber & plastic product 
Chemical products 
Metal product 
Transport equipment 
Miscellaneous manufacturing 
Repairing & services 
Total 
Investment (Crores) 
i 
Rs. 1 
3.980 
.126 
.035 
.034 
.100 
.0530 
.2250 
.0100 
.289 
.157 
5.0095 
Source: DIC report 2005-06 
Table 3.7 shows these product-wise SS units provide 
employment opportunity in Agra Zone of Aligarh district. A perusal of 
table shows that these 511 units provide the employment opportunity to 
about 2346 workers. The 39 units of food craft provide the employment 
opportunity to about 206 workers. Maximum no. of workers employed in 
miscellaneous manufacturing units i.e. 821 workers followed by Hosiery 
and Garments units where 674 workers are employed. In Rubber & 
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plastic and transport equipment units less number of workers are 
employed i.e., 28 and 26 respectively. 
Table 3.7 
Employment Opportunity in SSI units in Aligarh district (Agra 
Zone) 
S.No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
Name of Unit 
Food & craft 
Hosiery & Garment 
Wood product 
Paper product & printing 
Rubber & plastic product 
Chemical product 
Metal product 
Transport equipment 
Miscellaneous manufacture 
Repairing and services 
Total 
No. of unit 
39 
120 
11 
4 
1 
5 
24 
1 
164 
142 
511 
No. of workers 
206 
674 
44 
29 
28 
46 
148 
26 
821 
324 
2346 
Source: DIC report March 2006 
The total SSI and cottage industrial units of different type in the 
district are 7,134, which provide employment to 37,484 persons. The 
table 3.8 shows that the repairing and servicing units are largest in 
number, which is 1001, and these units provide the employment 
opportunity to 5494 workers. The second important accessories are lock 
industries the total no. of these industries in the district are 959 and 
these units provide the work to 5665 persons. These two industries that 
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is repairing and services and lock industries combined together 
constitute about 30% of the total SSI workers in Aligarh district. 
The lock industry having 15.15% labour forces stands first in 
giving the employment opportunities to its people. The other significant 
industries are metal products, hosiery and food product. The metal 
product industries providing employment to 8.78% of the total workers 
and occupies third place. The other important industries, which provide 
a considerable employment to the workers and hosiery garments 
(7.23%), non-metallic products (7.17%), leather industry (6.89%) and 
food product (6.20%). The other factories which include many SSI unit 
such as medicine and metallic equipment, veritable ghee, soap factories 
etc. providing employment opportunities to about 4000 workers or 
10.65% of the total work force of Aligarh district. The other industries 
like food and carpentry, paper printing, chemical product, rubber and 
plastic, building fittings, machine parts and tools, fitting, brass art ware 
and electric machinery and apparatus also important industries in the 
district and they provide employment to about 25% of the total work 
force. 
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Table 3.8 
Distribution of SSI units according to the percentage of 
employment opportunities in Aligarh district 2005-06 
S,No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
Categories of industries 
Hosiery and garments 
Wood and carpentry 
Paper printing products 
Food product 
Leather product 
Chemical product 
Rubber and plastic 
Non-metallic product 
Metal product 
Lock industries 
Building fittings 
Brass artware 
Machinery part and tools 
Electrical machinery and 
apparatus 
Repairing services 
Others 
Total 
No. of 
SSI 
444 
366 
121 
469 
575 
85 
101 
539 
659 
959 
274 
350 
171 
258 
1050 
713 
7134 
Workers 
employed 
2712 
1828 
848 
2327 
2574 
441 
506 
2689 
3294 
5665 
1359 
1597 
848 
1295 
5494 
3993 
37484 
% of 
workers 
7,12 
4.87 
2.26 
6.20 
6.68 
1.17 
1.35 
7.17 
8.78 
15.15 
3.62 
4.30 
2.26 
3.45 
14.65 
10.65 
100 
Source: DIC report 2006 
3.5 Suggestions for Future Growth of Small Scale Sector in Aligarh 
District 
There are a number of problems which are faced by small scale 
and cottage industries like problem of finance, raw material etc. which 
we have discussed in chapter 5. There are some suggestions that can 
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be helpful to solve the problems of these industries and for the location 
of many new Industries as well as in rural areas. 
1. The emphasis must be given on the importance of raw 
material. The proper raw material at cheaper rate will bring 
cost of production to a low level and will increase the demand. 
Opening raw material bank where raw material should be 
stored at a time of excess supply and distributed at the time of 
scarcity can solve the problem of raw material. Here the 
Government may take the cooperation of SIDBI. 
2. Providing goods & cheap supply of some modern machinery, 
raw material, finance & other facilities may minimize the 
competition between small scale and large-scale industries. 
Here SIDBI can be of great help. 
3. The process of giving credit to small-scale products should be 
simplified. So that many new industrial units can be set up in 
urban and rural areas which provide employment opportunity 
to many people and the migration from rural area to urban 
areas in search of job will be reduced. Moreover Govt, may 
reduce the heavy burden of taxes and excise duty at least for 
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the export products. So small entrepreneurs would get an 
opportunity to introduce their products in foreign markets 
4. The state Govt, should introduce some training camp of short 
period in urban as well as rural areas from time to time. This 
camp should provide technical guidance to manufactures so 
that they can handle and operate their machinery without any 
external support. 
The industries can be established anywhere and they can get the 
higher degree of satisfaction if a regular planning of utilization of full 
capacity is there. There will be maximum production and the cost of 
production will come down if action of modernization is taken, modern 
scientific management introduced, technicians and workers are trained, 
market research are undertaken and many other measurers are taken 
for establishing the industry to work in a healthy manner. These 
measures will increase the number of industries in rural areas and 
ultimately it will bring stability in rural life and improve the socio-
economic condition of rural poor. 
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Chapter-4 
FINANCIAL ASPECTS OF SMALL SCALE INDUSTRIES 
AND THE ROLE OF SIDBI IN ALIGARH DISTRICT 
4.1 Introduction 
The development of Small-Scale Industries (SSIs) is slow 
because of inadequate and delayed supply of credit. So, finance is the 
most important input in the industry for meeting various expenses 
"Most of the entrepreneurs of SSIs are economically weak. Therefore, 
they are poorly placed in the matter of capital formation as they are not 
in the position to plough back much into the business because of limited 
profits". ^ 
The small-scale sector of U.P. both modern and traditional is in 
crying need of finance. The people of Aligarh do not have the necessary 
capital to start a new unit with their own funds and they have to look for 
other sources of financing their units. 
The structure of capital in a SSI unit is simple. "A number of 
industries commence production without any capital worth mentioning. 
Even in cases where there is capital it is invariably contributed by the 
Entrepreneurs or by money borrowed from relatives and shown as 
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capital".^ However, this does not imply that one can run SSI units 
without capital. 
The fixed capital and working capital are two types of capital that 
are required by SSIs. The fixed capital which are met by long-term 
loans are needed because for meeting the expenses of acquisition of 
land and building and installation of plant and machinery whereas the 
working capital are met by short term advances need for purchase of 
raw material and to meet other current expenses such as fuel, wages, 
marketing and production, etc. 
The fixed capital requirement are met by State Government 
(under the State Aid to Industries Act/Rule) State Small Industries 
Corporation (SSICs), State Industrial Development Corporation 
(SIDCs), Commercial Bank, National Small Industries Corporation 
(NSICs), State Industrial Investment Corporation, Cooperate Banks, 
indigenous Bank and money lenders. The working capital is mainly 
provided by commercial banks. 
If we discuss directly about the credit to SSI sector, at the end of 
March 2005, 536 specialised SSI branches of commercial bank were 
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operational. The credit outstanding by Public Sector Banks (PSBs) to 
SSIs stood at Rs. 67.634 crore at the end March 2005. PSBs were 
advised to operationalised at least one specialized SSIs branch in every 
district and centre having cluster of SSIs units. The credit outstanding of 
private Banks to SSIs stood at Rs. 8,668 crore as at the end of March 
2005 but their share in Net Bank Credit has come down. Foreign Bank 
credit to SSIs stood at Rs. 6,914 crore at the year ended March 2005. 
The flow of credit to SSI sector by public, private sector and foreign 
bank is given below: 
Table 4.1 
Flow of credit to SSIs by Public, Private and Foreign Banks in year 
2005 
Banks 
Public Sector Banks 
Indian Pvt. Banks 
Foreign Banks 
Amount (Crore) 
67,634 
8,668 
6,914 
% Share of NBC* 
9.4 
5.4 
10.3 
Source: RBI reports on Trends and progress of Banking in India, 
2004-05. 
*NBC - Net Bank credit 
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4.2 Sources of Financing of SSIs in Aligarh district: 
The various financial institutions meet the financial requirements 
of small-scale industries in UP. Almost all the banks and financial 
institutions are working in UP and provide financial assistance to SSI 
units. Commercial Banks, U.P Financial Corporations (UPFC), National 
Small Industries Corporation (NSIC), U.P Small Industrial Corporations 
(UPSIC), U.P Industrial Investment Corporation etc. are providing direct 
financial help. SIDBI also provides financial help to SSIs of UP. 
For the development of the micro, small and medium 
entrepreneurs there are various institution and organizations, which are 
promoted by the Central Government and State Government. Some of 
the sources of financing SSI are as -
4.2.1 U.P Financial Corporation: 
State Financial Corporation (SFC) was established under the 
Central Act, viz, the State Financial Corporation Act, 1951 with the basic 
objective of promoting and developing small-scale industry in the state 
with a special focus on spreading industrial culture in the rural, semi-
urban and backward areas of the state. 
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UP Financial Corporation caters to the requirement of the 
entrepreneurs. It provides term loan to small and medium scale industry 
for creation of assets viz, land, buildings and machinery. It also provides 
working capital term loan to the industrial units on competitive terms 
The corporation also provides non-fund based services like 
merchant banking, underwriting of public issues, project counselling, bill 
discounting, leasing and hire purchase. It is operating a number of 
financial assistance schemes for the benefit of entrepreneurs such as 
assistance for marketing activities equipment finance, special schemes 
for assistance to ex-service men, single window scheme etc. 
U.P Financial Corporation provides maximum loan up to Rs. 200 
Lakhs. The interest on loan ranges between 13.75% to 16.% depending 
upon size of the loan and term. 
4^2.2 U.P Industrial Development Corporations (UPlDCs): 
State Industrial Development Corporations were established 
under the Companies Act 1956 as wholly owned undertaking of the 
State Governments. UPlDCs provide assistance to small-scale sector 
by way of term loan, subscription to equity and promotional services. 
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4.2.3 U.P Industrial Investment Corporations (UPllCs): 
Under the Companies Act of 1956 the State Industrial Investment 
Corporations were established. SIICs also provide assistance for the 
development of SSIs sector of UP. 
4.2.4 National Small Industries Corporations: 
The National Small Industries Corporations, a Government of 
India undertaking, has been setup with the specific objective of 
developing small Industries in the country. It aids development of small 
scale industries supply to the party on hire purchase terms. Machines, 
both foreign and indigenous, can be had from this source on a security 
deposit ranging upto 20% of the cost of the machines. 
Apart from these National and state level institutions, there are 
various exclusive agencies, which assist the growth of the small-scale 
industries of the state. Prominent among them are the State Small 
Industries Development Corporations (SSIDC), District Industries 
Centres (DIC), etc. The vahous terms of assistance rendered by 
SSIDCs and DIC to the SSI sector of the UP are: 
(a) Supply of machinery on higher purchase basis; 
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(b) Procurement and distribution of aw materials; 
(c) Securing contracts from Government stores/purchasing agencies; 
(d) Provision of technical and consultancy services; 
(e) Marketing assistance etc. 
4.2.5 Commercial Banks: 
Commercial banks are playing an important role In the 
deployment of credit to various sectors including SSI sector. The 
commercial banks have indeed formed the backbone of the financial 
system in the country. These banks can be broadly divided into three 
categories viz. public sector banks, private sector banks and foreign 
banks and have been playing a dominant role in the mobilization of 
public savings and credit to various sectors of the economy. 
Commercial banks were advised to make concerted efforts to 
provide credit cover, on an average to atleast 5 new tiny, small and 
medium enterprises at each of their semiurban/urban branches every 
year. They were further advised to formulate a comprehensive and 
more liberal policy relating to advances to SME sector. 
In U.P, commercial banks are playing an important role in the 
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deployment of credit to various sector including SSI sector. As far as 
district Aligarh is concerned sonne of the commercial banks provide 
financial assistance to Small Scale Sector of Aligarh District. These 
banks include Aligarh Gramin Bank, Canara Bank and State Bank of 
India etc. 
a) Aligarh Gramin Bank: In Aligarh, Aligarh Gramin Bank provides 
financial assistance to SSIs of Aligarh District for the development 
of SSIs. This bank provides short-term loan to small farmers and 
entrepreneurs for setting up an unit. 
b) Lead Bank Scheme: Aligarh District endowed with rich natural 
resources, with industrious and progressive nature of the farmers, 
was allotted to Canara Bank where it had been entrusted with all 
the responsibilities of a lead Bank. 
Canara Bank, the lead bank, started functioning in Aligarh District 
by opening its first branch on 12'*^  April 1971. Under the scheme 
this bank was allotted 18 districts in U.P including, Agra, Etah and 
Aligarh. Its two fold objectives in the district were massive 
mobilization of rural deposits and stepping up of bank's lending to 
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the weaker sections in the district. 
c) State Bank of India (SBI): Recently State Bank of India (SBI) 
started an Equity Fund Scheme for small-scale industry to assist 
entrepreneurs setting up new small-scale industrial units in need 
of equity support through interest free loans repayable on soft 
terms. The entrepreneurs eligible for assistance are those 
financial under the banks entrepreneurs scheme and other 
educated persons who under-go training under their 
entrepreneurial Development Programme and are eligible for 
credit guarantee cover of DICs assistance under the schemes 
given by the way of interest free loans to the maximum of 25% of 
the total cost of the scheme which should not be less than Rs. 
25000. Preference is given to units in western UP areas, export 
oriented units, tiny sector units in rural areas and units producing 
import substitute items. 
d) Regional Rural Banks: Regional Rural Banks (RRBs) were 
established since 1976 under the provisions of the Regional Rural 
Banks Act, 1975 with a view to developing the rural economy as 
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well as to creating and alternative channel to 'Co-operative Credit 
Structure' in order to ensure sufficient institutional credit for rural 
and agriculture sector. These banks were also intended to 
nfiobilize rural savings and channelize them for supporting the 
productive activities in the rural areas. 
Besides, having these banks there are some schemes, which are 
introduced by the RBI for the development of SSI units. 
Reserve Bank of India guidelines for SSI lending^: 
The RBI has prepared a consolidated set of guidelines for SSI 
sector lending. Finance provided to SSI falls into two categories 
(i) Direct finance provided to SSI units and 
(ii) Indirect finance provided to industrial units. 
Direct finance to the categories of SSI is included-
(a) Artisians (irrespective of their locations) 
(b) Cottage/village industries in villages and small towns with a 
population not exceeding 50,000 persons involving utilization of 
locally available natural resources and / or human skills where 
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individual credit requirements do not exceed Rs. 25000, 
(c) Other small-scale industries that are engaged In manufacture, 
processing and preservation of goods. 
Indirect finance to small-scale industry sector includes: 
(a) Credit to agencies involved in assisting the decentralized sectors 
in the supply of input and marketing of output of artisians, village 
and cottage industry, 
(b) Credit to government sponsored corporation organization 
providing the funds to the weaker sections in the priority sector, 
and 
(c) Loan for setting up industrial estate margin money 
Introduction of New Schemes: 
During the year 2005-06, several new credit products were 
launched with the objective of meeting the varied financial needs of the 
SME customers. These are given below: 
• Short-term resource support to SME intermediaries- A new product 
was desired for financial intemiediaries like Non-Banking Financial 
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Corporations (NBFCs) and factoring Companies. To augment their 
fund base for further lending to the SME units. 
• Inland Letter of Credit Scheme- The Scheme was launched on an 
all India basis to provide domestic letter of credit facilities to 
SIDBI's customers. 
• Privileged Customer Scheme- An innovative scheme for extending 
annual credit limits to existing good customers of the Bank for 
meeting their unforeseen bonafide business expenditure. 
• SME IT loan- A new scheme was launched to provide small loans 
to SME units for producing IT products. 
• In order to double, the flow of credit to SSI sector from Rs. 67600 
crores in 2004-2005 to Rs. 1,35,200 crore by 2009-10 i.e. in a 
period of 5 years, public sector banks were advised to fix their own 
target for funding SSIs. 
• In order to reduce the cost of guarantee to the weaker segments or 
the borrowers particularly tiny units, the Credit Guarantee Funds 
Trust for small industry was advised to reduce the one time 
guarantee fee from 2.5% to 1.5% for all. 
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• A Council for Advancement of Rural Technology (CART) was set 
up In Oct. 1982 to provide the necessary technical input to the rural 
industry. 
• Under Union Budget 2006-07, the ministry of SSIs identified a 
further 180 items for dereservation in order to encourage 
technology upgradation and vertical expansion of units. 
• The National Manufacturing Competitiveness Council finalized a 5 
years national manufacturing competitiveness programme for the 
development of SSIs units. 
• The support under Technology Ungradation Funds Scheme was 
enhanced from Rs. 435 crore to Rs. 535 Crore for next year. 
• The Commercial banks were advised to make concerted efforts to 
provide credit cover on an average to at least 5 new tiny, small and 
medium enterprises at each of their semi-urban / urban branches 
every year. 
4.3 Role of SIDBI in financing small scale industries 
(SSIs): 
Small Industries Development Bank of India (SIDBI) was 
established on April 2, 1990 under an act of Indian Parliament as the 
Principal Finance Institution for the Financing, Promotion and 
Development of the SSI sector and Co-ordination of the functions of the 
institutions engaged in similar activities. It was originally set up as a 
wholly owned subsidiary of Industrial Development Bank of India (now 
IDBI Ltd.). Consequent upon amendment of the SIDBI Act, the Bank 
was de-linked from IDBI Ltd. with effect from March 27, 2000. 
The authorized capital of the Bank is Rs. 10 billion and paid-up 
capital is Rs. 4.50 billion, which is held by thirty six institutions/public 
sector banks/insurance companies owned or controlled by Government 
of India with IDBI Ltd., State Bank of India and Life Insurance 
Corporation of India as major shareholders. 
Since in inception, SIDBI has been endeavouring to meet the 
diverse needs of the Small and Medium Enterprises (SME) sectors 
through various tailor-made schemes and fulfill its vision i.e. "To emerge 
as a single window for meeting the financial and developmental needs 
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of the Micro Small Medium Enterprises (MSME) sector to make it 
strong, vibrant and globally competitive, to position SIDBI Brand as the 
preferred and customer - friendly institution and for enhancement of 
share-holder wealth and highest corporate values through modern 
technology platform".'* 
4.3.1 Structure of SIDBI: 
SIDBI attaches a great deal of importance to the cornerstones of 
good corporate governance particularly the clear division of 
responsibility, appropriate checks and balances. The policy and 
strategic decisions, monitoring of perfonnance and other important 
matters are deal with by the"Bank at the level of Board of Directors. As 
regard operational matters, the bank has decentralized the process of 
decision making with adequate delegation of powers. SIDBI is operating 
through its head-office at Lucknow, with a network of 6 regional and 
sixty-three branch offices in the country. Since its inception, SIDBI is 
doing well in the area of financing SSIs. 
Small Industries Development Bank of India Act provides for a 
fifteen-member board of directors. Out of these eight members or 
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directors are appointed by the Central Government, three directors are 
nominated by the three largest share holding institutions, banks and 
insurance companies owned and controlled by Central Government, 
and four are elected by the public share holders.^ 
The Bank has constituted subcommittees of the Board namely 
Executive Committee (EC), Audit Committee (AC) and Empowered 
Committee on Micro Finance (ECM). Besides, there are committees of 
the officials of the Bank viz. Central, Zonal Branch Credit, settlement 
and promotion and development proposals. Credit proposals and other 
operational matters are considered by the EC. The AC in addition to 
overseeing the functioning of the Audit Department and reviewing its 
major observations and also provide guidance is matters relating to 
finalisation of accounts of Bank and ECM guiding the Bank in matters 
pertaining to micro finance.^ 
4.3.2 Importance of SIDBI as a source of financing small scale 
industries: 
SIDBI provide financial assistance in the form of: 
1) Direct Assistance 
2) Micro-Credit 
3) Indirect Assistance 
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1. Direct Assistance: 
SIDBI has evolved itself to meet the various requirements of the 
Small & Medium Enterprises (SME) sector by directly offering vahous 
financial products and services. Some of the major schemes of SIDBI 
under direct assistance are: 
A. Term Loan Assistance 
a Term Loans are provided for i) setting up new projects and for 
technology up gradation, diversification, expansion, etc. of existing 
SMEs, ii) service sector entities like hotels, tourism related activities, 
entertainment parks, hospitals/nursing homes, health & fitness 
centres, filling stations, retail Chains, logistic support services, IT & 
IT enabled services, etc. and iii) infrastructure development and up 
gradation. 
D Resource Support 
The Bank provides resource support to institutions/Non-Banking 
Finance companies (NBFCs) to facilitate channelising assistance to 
a large number of SME units and infrastructure projects having 
linkages to SMEs. 
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B. Working Capital Type Support 
• Working Capital Term Loan (WCTL) 
The objective of the Scheme is to help SME units in starting their 
commercial production without difficulty and during their up scaling of 
operations. All the assisted units of SIDBI covered under the scheme 
are expected eventually to switch over to commercial banks within a 
reasonable time frame (say, 3 - 5 years) for meeting their regular 
working capital requirements. 
• Scheme for Small Enterprises Financial Centres (SEFC) 
In order to meet the complete financial requirements of SME 
customers, particularly working capital, the Scheme for Small 
Enterprises Financial Centres (SEFC) Scheme has been 
operationalised to take up co-ftnancing or exclusive financing of term 
loan requirements of SME units along with the commercial banks 
and the working capital requirements of these units will be met by the 
banks in identified clusters. The branches of SIDBI in the clusters are 
designated as SEFCs. Under the Scheme, SIDBI has entered into 
Memorandum of Understanding with 15 commercial banks for 
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joint/co-financing of projects including working capital and non-fund 
based facilities for the SME sector. 
C. Support against Delayed Payments 
G Receivable Finance Scheme (RFS) 
Receivable Finance Scheme (RFS) is intended mitigate the problem 
of delayed payments to SME sellers/eligible service providers in 
respect of their sales/services rendered to large purchaser 
companies. Under the scheme, the Bank fixes limits to well-
performing purchaser companies with sub-limits to their SME units. 
The bank offers bills discounting facilities to SMEs/eligible service 
sector units supplying components, parts, sub-assemblies, services, 
etc. so as to realise their sale proceeds quickly. The Scheme also 
enables manufactures-sellers in SME / service sector to offer 
deferred payment terms for credit sales and realise sale proceeds by 
discounting bills of exchange / promissory notes arising out of such 
sales. The Bank also offers invoice-discounting facilities to the 
suppliers of large corporates. 
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G Seller-wise Receivable Finance Scheme (SRFS) 
Whereas under RFS, the facility is given only in respect of a single 
purchaser from the SMEs, under Seller-wise Receivable Finance 
Scheme (SRFS), the SME units' receivables from other purchasers 
are also covered to improve their cash flow and liquidity by providing 
them with immediate financial assistance against the goods sold 
and/or services rendered to purchaser companies in the 
public/private sector with satisfactory market standing. 
D. Foreign Currency Loans 
To enhance the capabilities of export oriented units, SIDBI offer 
pre-post - shipment credit to SME units in foreign currencies like US 
Dollar, Euro, etc. Foreign currency assistance is also extended by way 
of tenri loans for importing plant and machinery or equipments, etc. The 
related schemes are briefly given below: 
• Pre-Shipment Credit in Foreign Currency / Rupee to enable small 
and medium enterprises (SME) / Export Houses (EH) / Trading 
Houses (TH), etc. to raise finance to fulfill their export commitments. 
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The assistance may be availed in designated foreign currencies or in 
rupee. 
• Post-Shipment Credit In Foreign Currency / Rupee to provide post-
shipment credit by way of negotiation / purchase / discount of export 
bills of eligible entities which have been sanctioned limits by SIDBI, 
This facility can be availed either in foreign currency or in rupee. 
• Foreign Currency Term Loan Scheme for setting up new projects as 
well as for expansion, diversification, technology upgradation and 
modernisation of existing units. 
• Opening of Foreign Letters of Credit (FLC) to enable small and 
medium enterprises (SMEs) to import capital equipment for new 
projects, expansion, diversification, technology upgradation and 
modernisation. FLCs are also opened to enable import of raw 
materials, consumables, etc. by SME units and Export / Trading 
Houses sourcing their requirements for export from SMEs. 
• Booking of Fonward Contracts to provide SIDBI's clients with the 
facility of hedging of foreign exchange risks related to their import / 
export transactions. 
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• Line of Credit in Foreign Currency to Commercial Banks for providing 
resource support to institutions / banks for extending export and 
domestic credit to SME units / EH / TH, etc. 
E. Strategic Business Initiatives 
U Opening of Inland LC (INLC) 
To enable SMEs to acquire capital equipment for new projects, 
expansion, diversification, technology upgradation and 
modernisation. Inland Letter of Credit (INLC) facility has been 
. introduced. INLCs are also opened to enable purchase for raw 
materials, consumables etc. by SME units. 
• Privileged Customer Scheme (PCS) 
Privileged Customer Scheme (PCS) is an innovative scheme for 
extending annual credit limits to existing good customers of the Bank 
for meeting their unforeseen bonafide business expenditure. 
a Short term Resource Support to SME intermediaries 
A new MIBOR based short term resource support product is 
designed for financial intermediaries like NBFCs and Factoring 
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Companies to augment their fund base for further on-lending to the 
SME units. 
a SME IT Loans 
A new Scheme has been launched to provide small loans to SME 
units for procuring products. 
G Vendor Development Scheme (VDS) 
In order to enable the SME vendors of Original Equipments 
Manufacturers (OEMs)/large corporates to upscale their production, 
VDS provides: 
o Finance for capital expenditure for expansion, modernisation, 
and diversification of the facilities of SMEs. 
o Working capital Term Loan to SMEs for meeting their working 
capital or margin needs, execution of bulk orders, deposits for 
contracts, marketing related expenses, setting up franchise, 
brand building, etc. 
o Customized invoice discounting / bill discounting facility. 
U Cluster-based Finance 
The Bank has taken up cluster development as part of the 
development of the sector. A Memorandum of Understanding (MoU) 
has been signed with Infrastructure Leasing & Financial Services 
(ILFS) to undertake development of clusters jointly. Under the 
arrangement, the Bank, would among other things, co-finance the 
infrastructure of the cluster and finance / arrange finance for the 
individual SSI / SME units of the cluster. 
U Channel Arrangements 
In view of its limited physical infrastructure and greater thrust on 
retail SME business, the Bank has explored various arrangements 
like sourcing, referral and co-branding with reputed NBFCs and 
private sector banks. The arrangements are expected to facilitate 
SIDBI's retail business growth in coming years. 
F. Assistance for Industrial Infrastructure 
Q Financial assistance is extended for strengthening of existing 
industrial clusters / estates by providing increase amenities for 
smooth working of the industrial units. Setting up of 
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warehousing facilities for SSI products / units. Facilities for 
providing support services viz., conrimon utility centres such as 
convention halls, trade centres, raw material depots, 
warehousing, tool rooms / testing centres, housing for industrial 
workers, etc. are also eligible for assistance from the Bank. 
G. Lines of Credit in favour of 
• state Financial Corporations 
• State Industrial Development Corporations 
• State small Industries Development Corporations for supplying 
raw material and extending marketing support to SSI units. 
a Factoring Companies (to factor receivables of SMEs) 
• National Small Industries Corporation Ltd. 
H. SIDBI as the Nodal / Implementing Agency 
U Credit Linked Capital Subsidy Scheme (CLCSS): In order to 
facilitate technology upgradation in the SSI sector, the Government 
of India introduced Credit Linked Capital Subsidy Scheme (CLCS) 
Scheme by providing 15% capital Subsidy to SSI units for induction 
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of proven technologists / approved products / sub - sectors. Subsidy 
will be linnited to 15% of the purchase price of eligible plant and 
nnachinery with a ceiling on loan of Rs. 10 million under the Scheme] 
• Technology Upgradation Fund Scheme (TUFS): For 
modernisation and technology upgradation in textile and jute 
industry. The Scheme provides for an interest subsidy of 5% or 
upfront capital subsidy of 15% under CLCSS (TUFS). 
• Integrated Development of Leather Sector Scheme (IDLSS): 
The Scheme is primarily aimed at enabling existing tanneries, 
footwear, components and leather products units to upgrade their 
technology, leading to productivity gains, right sizing of capacity, cost 
cutting, design and development for attaining global 
competitiveness. The financial assistance under the Scheme will be 
in the form of an investment grant to the extent of 30% of cost of 
plant and machinery for SSI and 20% of cost of plant and machinery 
for other units (i.e. non-SSI units) subjects to a ceiling of Rs.50 lakh 
for technology upgradation/modernisation and/or expansion. 
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• Scheme for Integrated Infrastructural Development (IID): 
In order to promote SSI and Tiny Sector clusters and create 
employment opportunities, the Government of India introduced 
Integrated Infrastructural Development (IID) Scheme to provide 
common facilities and technological back-up services in selected 
centres and also to create/upgrade infrastructural facilities in 
new/existing industrial centres. Under the Scheme, project cost is 
not to exceed Rs.50 million, out of which Government of India gives 
grant of 40% (ceiling - Rs.20 million). For North-Eastern States, 
States of J & K, Himachal Pradesh, Uttaranchal and Sikkim, 
Government of India Grant is 80% of project cost (ceiling - Rs.40 
million). 
• World Bank Project: The main objectives of the Project are to 
solve both demand side and supply side credit problems by 
enhancing the credit absorption capacity of the SMEs on the 
demand side and credit delivery capacity of the financial 
intermediaries on the supply side. The project is expected to give 
multiple benefits to the SME sector like increased lending to SMEs, 
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growth in investment, output and employment, improved credit 
information on SMEs, better risk monitoring, cluster development, 
etc. 
2. Micro Credit 
To meet the micro credit demand, SIDBI constituted a specialised 
department called SIDBI Foundation for Micro Credit (SFMC) to create 
a national network of strong, viable and sustainable Micro Finance 
Institutions (MFIs) from the informal and formal sectors to provide micro 
finance services to the poor, especially women. SFMC provides a 
complete range of financial and non-financial services such as loan 
funds; grant support, equity and institution building support to the 
retailing MFIS so as to facilitate their development into financially 
sustainable entities, besides developing a network of service providers 
for the sector. Over the years, SIDBI strengthened more than 100 MFIs 
in terms of operational and financial sustainability in dispensing micro 
credit effectively, benefiting more than 30 lakh persons, mainly women. 
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3. Indirect Assistance: 
The indirect assistance of the Bank consists of refinance and 
resource support in the form of short-term loans/line of credit to Primary 
Lending Institutions (PLIs) comprising State Level Financial Institutions 
and banks having a large .network of over 950 PLIs with a branch 
network of over 65,000 branches. 
a Refinance. 
o The main objective of SIDBI's refinance schemes has been to 
facilitate the flow of credit in an increasing measure to SSI units 
by suitably augmenting the resources of the PLIs. The Bank 
provides refinance to PLIs against the long term loans granted by 
them for: 
Setting up new small scale units or expansion, modernisation, 
diversification, etc of existing units and for all activities eligible for 
assistance under the scheme including professional 
practice/consultancy venture and service sector units such as 
tourism related activities / hospitals / nursing / homes / polyclinics 
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/ hotels / restaurants / marketing and industrial infrastructural 
projects. 
o SIDBI also extends financial support (Short Term Loans) to 
scheduled commercial banks in respect of their outstanding 
portfolio relating to SSI sector against which no financial support 
has been availed from other institutions. 
U Rediscounting: 
In order to help the machinery manufactures in the SSI sector and to 
maximise their sales by offering differed payment credit to the 
prospective purchaser-users, the Bank operates a Bills 
Rediscounting Scheme. Under the scheme, bills arising out of 
sale/requisition of machinery on differed payment terms for setting 
up of new SSI units • as also for expansion, diversification, 
modernisation, replacement, addition for balancing equipment, etc. 
and discounted by scheduled commercial banks are rediscounted by 
SIDBI. 
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U Equity Support 
o National Equity Fund: 
The objective of the National Equity Fund (NEF) Scheme is to 
provide equity type support to entrepreneurs for setting up new 
projects in tiny/small scale sector, for undertaking expansion, 
modernisation, technology upgradation and diversification and 
also for rehabilitation of viable sick units in SSI sector which also 
fulfill the specified eligibility criteria, irrespective of location. 
Assistance from NEF helps the small-scale units in strengthening 
their equity base and thereby improving their acceptability for 
term financing by primary lending institutions (PLIs). 
4.3.3 Promotional and Developmental Schemes of SIDBI 
As the apex developmental financial institutions, SIDBI 
undertakes various Promotional and Developmental (P&D) activities for 
the SME sector in India designed to achieve two prime objectives of 
national importance: ^ 
a) Employment generation in the SME sector, thereby alleviating 
poverty through its select programmes, such as, Rural Industries 
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Programme (RIP), Vocational Training Programme (VTP) and 
Small Industries Management Programmes (SIMAP) and 
b) Strengthening the existing SME sector to face the emerging 
challenges of growing internationalisation and intensifying 
competition through its select programmes, such as. Cluster 
Development Programme (CDP), Skill-cum-Technology 
Upgradation Programme (STUP), Environmental Initiatives, 
Marketing Assistance and Information Dissemination. Some of the 
thrust areas of P&D activities are: 
• Rural industries Programme (RiP): Through Rural 
Industries Programme (RIP), the Bank aims at creation of 
rural employment through enterprise promotion in rural and 
semi-urban areas, thereby addressing problems such as 
rural unemployment urban mitigation, under utilisation of 
knovy how and latent rural resources, etc. The programme 
provides comprehensive Business Development Services for 
the rural areas which include identifying and motivating rural 
entrepreneurs, identification of viable ventures based on 
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local skills and resources, training, appropriate technology 
linkages and finance tie-up with the fornnal banking sector. 
• Entrepreneurship Development Programme (EDP): 
The Bank's Entrepreneurship Developnnent Programme 
(EDPs) aim at promotion of self-employed ventures capable 
of generating employment targeting opportunities, especially 
less privileged sections of the society like women and 
SC/ST. While established EDP institutions such as 
RUDSETI, Ujire and Entrepreneurship Development Institute 
of India (EDII), Ahmedabad etc. are provided annual report 
for conducting General EDPs, Product/Process specific 
EDPs, trainers training programme, course for Development 
Consultants, NGO Bankers Interfaces etc., the stand-alone 
EDPs conducted by upcoming NGOs/other agencies are 
also supported by the Bank, on a selective basis. The EDPs 
are conducted in the cluster or for a heterogeneous group of 
entrepreneurs. 
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• strengthening SME Sector: With a view to strengthening 
the SME sector, the Bank supports reputed 
managennent/technology institutions for offering 
management development programmes, viz., Skill-cum-
Technology Upgradation Programme and Small Industries 
Management Programme. While the former programme aims 
at technology aims at enhancing technology profile of SME 
units, SIMAP targets qualified unemployed as well as 
industry-sponsored candidates with the overall objective of 
providing competent managers to the SME sector. 
• Skill-cum-Technology Upgradation Programme (STUP): 
Skill-cum-Technology Upgradation Programme (STUPs) are 
structured to improve the performance of existing SME units 
by developing/strengthening managerial skills and technical 
competence of the entrepreneurs and senior executives of 
small enterprises. The underlying intention is to enable the 
participant entrepreneurs/senior executives to assess their 
existing performance level and determine ways of enhancing 
it. It also aims at creating awareness amongst the SME units 
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on process improvements, technological developments, etc 
and inducing the units to upgrade their technological level. 
• Marketing Initiatives: As an important ingredient of its P & 
D Initiatives, the Bank supports various marketing events 
with the intention of providing appropriate marketing linkages 
to the trainees of EDPs and RIP, etc. 
• Cluster Development Programmes (CDPs): Cluster 
Development Programme (CDP) is a comprehensive 
package of business development services, such as, 
technology updation, capacity building, environment, 
marketing, credit, quality, WTO, information dissemination, 
etc. Under CDP, clusters with homogenous production 
activities are adopted so as to have the maximum impact 
and economies of scale. The main objectives of CDP are: 
• Creation of awareness on new product/process 
technologies. 
• Skill upgradation 
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• Development of technology related common facilities for 
the cluster 
• Provision of unit-specific modernisation package. 
• Energy conservation and introduction of environment 
friendly technologies and 
• Quality upgradation in terms of systems and products. 
Q National Programme on Innovation and Incubation 
In order to infuse technological advancement in SME sector, 
SIDBI has initiated a National Programme on Innovation and 
Incubation for SME sector under which two incubation centres 
have been supported at IIT Kanpur, and BIT Mesra, Ranchi 
Other Promotional and Development Schemes of SIDBI are: 
o SIDBI Venture Capital Limited (SVCL): 
In order to provide venture capital support to innovative, 
knowledge based first generation entrepreneurs having neither equity 
nor collateral, SVCL - an asset management company - is established 
as a wholly owned subsidiary of SIDBI, for managing venture capital 
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funds sponsored by SIDBI. At present, it manages the National Venture 
Fund for Software and Information Technology Industry (NFSIT), set up 
in 1999 and the SME Growth Fund, launched in October 2004. The 
Growth Fund has the main focus on growth sectors of the economy, 
such as, life sciences, retailing, light engineering, food processing, 
information technology, infrastructure related to services like healthcare, 
logistics and distribution etc. 
o Credit Guarantee Fund Trust for Small Industries (CGTSI): 
The Credit Guarantee Fund Trust for Small Industries (CGTSI) 
was set up in July 2000 for operating the Credit Guarantee Scheme for 
small industries. The Trust helps small enterprises in accessing 
institutional credit, both term loan and working capital, for their viable 
projects without facing the difficulties of arranging collateral security 
and/or third party guarantee. CGTSI extends guarantee cover up to 75 
per cent of the collateral free credits extended by member lending 
institutions to small enterprises, subject to maximum credit of Rs. 2.5 
million per borrower. 
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o SME Rating Agency of India Ltd. (SMERA): 
With a view to assessing the credit risk of SMEs independently, 
which will enhance the bankers' confidence in lending to the sector, 
SIDBI in association with Dun & Bradstreet, CIBII and select banks, 
established, for the first time in India, rating agency for the SME sector 
called SMERA. 
o India SME Technology Services Ltd. (ISTL): 
SIDBI set up a company in the name of India SME Technology 
transfer, joint ventures, business collaboration, finance syndication and 
attendant support services in order to enhance market competitiveness 
of small and medium enterprises and promote sustainable 
development. 
SIDBI Co-promoted Institutions: 
(a) Factoring companies, viz., Canbank Factors Ltd. And SBI Factors 
Ltd. 
(b) Northeastern Development Finance Corporation Ltd. 
(c) IDBI Bank Ltd. 
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(d) Indian Institute of Entrepreneurship, Guwahati 
4.4 Performance Highlights and Working Result of SIDBI: 
SIDBI play a very important role in financing small-scale 
industries in a developing country like India. 
Table: 4.2 
Financial Highlights of SIDBI 
As on March 31 
Capital 
- Authorised 
- Paid-up 
Reserves and Funds 
Networth 
Outstanding Portfolio 
Standard Assets as 
Percentage of Net 
Portfolio 
Capital to Risk Assets 
Ratio (percent) 
1991 
Rs 
5.000 
4,500 
449 
4,800 
51,768 
* 
* 
2005 
Rs 
10,000 
4,500 
43,094 
41, 190 
108.616 
96.1 
50.7 
For the Year 
Total Income 
Net Profit 
Return on Outstanding 
Portfolio 
1991 
Rs. 
4,251 
356 
0.7 
2005 
Rs. 
9,477 
2,252 
2.1 
(Miilion) 
2006 
Rs 
10,000 
4,500 
45, 063 
42. 680 
138,905 
98.1 
43.2 
US$ 
224 
101 
1,010 
957 
3.113 
2006 
Rs. 
9,635 
2,701 
1.9 
us$ 
216 
61 
JPY 
i 
26,373 
11,868 
118,845 
112,560 
366,335 
JPY 
25,410 
7, 123 
*Not assessed; 
100=37.9175 INR 
)Profit after tax. US$1 =44.6150 INR; JPY 
Source: SIDBI Annual Report 2005-2006 
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During the year 2006, the aggregate sanctions and 
disbursements of the Bank were higher at Rs. 11, 975 crore and Rs 9, 
100 crore, respectively, registering a growth of 32 percent and 47 
percent over the previous year levels. The outstanding portfolio as the 
end of March 2006 was up by 28 percent at Rs. 13, 891 crore 
Resources aggregating Rs. 3, 514 crore were raised during Financial 
Year (FY) 2006 as against Rs. 2, 449 crore during FY 2005. This is 
shown in Table 4.2 and the graphs (i) to (vi). 
As regard financial performance during the year, total income of 
the Bank was higher at Rs. 964 crore as compared to Rs. 948 crore 
during the previous year. Total expenditure during the corresponding 
period was Rs. 586 crore and Rs. 632 crore, respectively. The profit 
before tax for the year at Rs. 378 crore surged from Rs. 316 crore in the 
previous year, registering a growth of 20 percent. The net profit after tax 
for the year was Rs. 270 crore as against Rs. 225 crore in the previous 
year. As a result of intensive monitoring efforts, the Net NPA to net 
outstanding portfolio, as at end of March 2006, decreased to 1.97 
percent as compared to 3.97 percent as at the end of previous year. 
The Bank's capital funds and reserves increased from Rs. 4,309 crore 
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in FY 2005 to Rs. 4, 506 crore in FY 2006. The Earning Per Share went 
up from Rs. 5 in FY 2005 to Rs. 6 in FY 2006. 
Table 4.3 
Operational Highlights of SIDBI 
Rs. Crores 
Schemes 
Refinance 
(including STL 
to Banks) 
Equity 
assistance 
Bills financing 
Resource 
support to 
institutions/ag 
encies 
engaged in 
development 
of SSIs 
Project 
financing 
Promotional 
and 
Developmenta 
1 assistance 
Total 
2004-05 
Sanctions 
4.419.19 
42.97 
1,305.94 
1,603.97 
1.521.44 
196.09 
9, 090.60 
Disbursements 
2, 693.60 
39.97 
1,266.48 
1,041.20 
994.17 
152.41 
6,187.83 
2005-06 
Sanctions 
5, 897.72 
40.56 
1.842.64 
893.50 
2, 944.88 
355.53 
11.974.83 
Disbursements 
4, 598.75 
34.63 
1.783.07 
956.82 
1,461.81 
264.67 
9, 099.75 
Source: SIDBI Annual Report 2005-2006 
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Pie Chart 
Overall Assistance 2005-06 - Break-Up 
Rs. Million 
406 18426 
58977 
8935 
29449 
3555 
H Refinance assistance I I Resource Support 
H Equity assistance H Project Financing 
H Bills Financing • P & D Assistance 
Source: Profile of SIDBI 
As shown in Table 4.3 and the pie chart, during the year 2005-
2006, the aggregate sanctions and disbursement of the bank were 
higher at Rs.11, 974.83 crore and Rs.9, 099.75 crore respectively as 
compared to the corresponding figures of Rs.9, 090.60 crore and Rs 6, 
187.83 crore during the previous year, registering the growth of 32% 
and 47%, respectively. The aggregate sanctions and disbursement 
under the refinance scheme during 2005-2006 were Rs. 5,897.72 crore 
and Rs.4, 598.75 crores registering the growth of 33% and 71%, 
respectively over the corresponding figures of the previous year. 
Assistance of Rs. 40.56 crore was sanction and Rs. 34.63 crore 
was disbursed under Equity Assistance scheme including, National 
Equity Fund, Mahila Udyam Nidhi and Scheme of Self Employment of 
Ex-Service man. As far as Bill Financing schemes of SIDBI are 
concerned sanctioned and disbursement under this scheme duhng 
2005-2006 increase to Rs.1,842.64 crore and Rs.1,783.07 crore from 
Rs. 1,305.94 crore and Rs.1,266.48 crore respectively registering the 
growth of 4 1 % both in terms sanction and disbursement. 
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The sanctions and disbursement under Resource Support 
Scheme aggregated Rs.893.50 crore and Rs.956.82 crore over 
sanction and disbursement of Rs.1, 603.97 crore and Rs.1, 041.20 
crore respectively during 2004-05. And under Project Financing 
Scheme, the sanction and disbursement during 2005-06 increased 
substantially to Rs.2,944.88-crore from Rs.1,521.44 crore in 2004-05 
and disbursement during 2006 rose to Rs.1,461.81 crore as compared 
to Rs.994.17 crore during 2005. 
The Bank extends loans and grants to various agencies working 
for the promotion and development of SSIs and tiny industries under its 
Promotional and Development Assistance Scheme. The aggregate 
sanctions and disbursement under various promotional and 
development schemes aggregated Rs.355.53 crore and Rs.2646.7 
crore respectively during 2005-06 
4.5 Role of SIDBI in Financing SSIs in Aligarh District: 
In the northern zone, SIDBI has opened its branch office at 
Aligarh (U.P.). With its tremendous potential, the Aligarh District offers 
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several opportunities for the growth of the operations of SIDBI in 
financing the small Scale Industries. 
Besides undertaking the new projects SIDBI also helps in the 
modernisation and technology upgradation of existing ones. In Aligarh 
several small-scale units are operating by using obsolete technology. 
Their productivity and profitability may be raised through modernisation 
and upgradation of technology. Moreover, it helps in expansion of well-
run units, diversification • of these units for enhancing their 
competitiveness. Marketing is another area where the small-scale units 
of Aligarh need special attention. This would increase their profitability. 
Since SSIs units are engaged in different types of activity in 
Aligarh, they are covered by the eligible entities category of SIDBI 
where small and medium manufacturing units and service sector 
entities like hotels, hospitals, nursing homes, filling stations retail 
chains, health and fitness centres, IT and IT enabled services are 
growing very fast. By helping the growth of all these activities, SIDBI 
can act as a catalyst of the development of Aligarh. Further, the 
experience of Aligarh may be replicated in other small cities of UP. and 
other parts of the country. 
SIDBI should not be seen as a competitor but it should 
supplement the efforts of the State Government and other agencies, 
which are engaged in the development of SSIs of Aligarh District. 
SIDBI can be helpful in helping the growth of "lock" industry, 
which is the Chief industry of Aligarh District. In addition to this metal 
products and non-metal products, repairing services of industries are 
other potential beneficiaries. Besides the direct credit Schemes, SIDBI 
can also provide assistance for industrial infrastructure for small units in 
lock manufacturing, water and power supply projects and provide 
common marketing infrastructure. It can also help to strengthen and 
foster the existing close relationship between Original Equipment 
Manufacturers/Sub-Assembly Manufactures and their dedicated 
vendors in the small scale sector through a package of financial 
assistance to such vendors so that their operational capabilities may be 
upgraded. 
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Aligarh District has a large scope for the operations of micro-
finance agencies. However, the desired degree of success has not 
been achieved. SIDBI is one of the pioneenng Micro Finance Agencies 
in India. SIDBI provides assistance to Micro Finance Institutions with 5 
year proven track record for Micro Finance Operations along with 
attractive capacity building grants. A large number of households, which 
make parts for lock manufacturing in Aligarh may be benefited through 
these Micro Finance Operations of SIDBI. This would be an indirect 
help in the growth of SSIs in Aligarh District. 
SIDBI is also a nodal agency for some Government sponsored 
schemes such as Credit Linked Capital Subsidy Scheme (CLCSS) and 
Technology Upgradation Fund Scheme (TUFS). By providing the 
benefits of these Schemes, the small-scale units of Aligarh District may 
be helped in a big way. 
To conclude, it may be suggested that the Government can take 
full advantage of establishment of SIDBI's office at Aligarh and provide 
all the necessary assistance to it in carrying out its operations 
successfully in Aligarh. Since the efforts of the Government towards the 
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development of Aligarh as an industrial hub of Western UP. have not 
been successful and the desired degree of success has eluded us. It is 
all the more important to involve agencies like SIDBI and assign them 
an increasingly greater role in the industrial development of Aligarh 
District. 
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Chapter-5 
PROBLEMS AND PROSPECTS OF SMALL 
SCALE INDSUTRIES 
5.1 Introduction 
The Small Scale Industries (SSIs) have played an important role 
in the economic development of our country. SSIs constitute an 
important and crucial segment of the industrial sector. This has been 
acknowledge by the Government of India by the high priority it has 
accorded to the SSI sector. The Reserve Bank of India has also 
bestowed the status of priority sector to SSI lending by banks and 
various guidelines have been issued in this regard from time to time. 
But there have been some problems, which disturb the growth of small 
scale and cottage industries. Several internal and external factors have 
put considerable pressure on the perfomnance of the SSIs, resulting in a 
number of them becoming sick. The incidence of sickness in SSI sector 
is showing an increasing trend and a large number of SSI units are 
identified as sick. 
Now, it is the time to look into the operative problems which the 
entrepreneur have to contend with, the problems relate to such aspects 
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are finance and machinery, marketing and sales, raw materials and 
availability of skilled labour etc. 
"At the outset it would suffice to state here that an overwhelming 
majority of entrepreneurs donot have problems pertaining to availability 
of machines, raw materials, consumption of their manufactured good in 
the market and availability of skilled personnel. Although a substantial 
percentage of them are in need of financial resources, nevertheless 
they are busy pursuing that their enterprises".^ 
The problems can, no doubt be covered under some broad 
heading like problems of finance, marketing, infrastructure, technology 
etc. 
5.2 General Problems of Small Scale Industries (SSIs) 
5.2.1 Problem of Finance: 
Finance is a key input of production, distribution and 
development. But considering the vital role, finance plays in 
accelerating the process of small scale industries development, the total 
amount of loan sanctioned to it forms a very insignificant part of the total 
loan to Indian Industry because of inadequate credit of the viability of 
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the unit is affected greatly and its result in their sickness and ultimate 
closure. The flow of credit to the small scale sector is affected because 
of "a weak financial base, which eventually prompts the Entrepreneurs 
to bring in funds by way of loan rather than capital, improper 
maintenance of books of account, inability to provide collateral security, 
delay in payments by the larger units, lack of appreciation of financial 
data required by banks or financial institution etc., the administrative 
cost of lending to small borrowers, high mortality rate or sickness 
amongst the SSI units, the concessional interest rate does not motivate 
the financial institutions intrinsically to invest in SSI unit etc."^ 
5.2.2 Marketing problem 
Marketing is an important factor for the survival and growth of 
firms. It is the place where goods and services are bought and sold. In 
India, inspite of the vast domestic market, marketing remains a problem 
area for the small-scale sectors. Marketing has been identified as an 
important aspect affecting small-scale industries performance. Besides 
finance, marketing is the key element which, if not pragmatically 
assessed leads to the closure of the units. 
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The main problems of marketing in the Indian small scale sectors 
are "product quality, service to customers, cost effectiveness, 
consistency and reliability adherence to delivery schedules, lack of 
proper market information and the mindset of entrepreneurs."^ 
Moreover, entrepreneurs are facing critical problems at the time 
of planning for an investment due to unawareness of proper planning, 
lack of knowledge of market survey, selection of appropriate type of 
plant and machinery, etc. Also some units in the small-scale sectors are 
totally dependent on government purchase. 
5.2.3 Problem of Infrastructure: 
One of the most important components of industrial development 
is infrastructure. Infrastructure bottleneck retard the growth of industries 
in a region. And small-scale units are being constrained by inadequate 
physical infrastructure in which most severe constraint is power. In 
many states of India problem of power affects the growth of SSIs. 
Similarly the problems of transportation and communication 
infrastructure disturb the growth of SSIs. 
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5.2.4 Problem of management: 
The inefficient management is very inherent in the SSi because in 
most of the cases the entrepreneur looks after various causes ranging 
from accounting to marketing as well as production. There is no division 
of labour. The most of the industrial units fall sick because of poor 
management, dissention within management. 
5.2.5 Problem of Technology: 
For small-scale sector units, technology is also an area of 
challenge. Inadequate attention to technology upgradation has acted as 
a hindrance on the way of modernization of SSIs factors. Most of the 
units are still carrying on with obsolete technology. 
The present barriers for technological upgradation are'* 
• There is little motivation among small-scale units or entrepreneurs 
to create in-house research development cells. 
• Aspiring entrepreneurs often do not pay attention to including 
levels of communication through faster technological growth. 
• Funding institutions often fail to provide credit support to 
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technological innovation. 
• Unwillingness to change product lines or bring changes in product 
dimension with the help of technical support and faster 
technological growth to meet changing market demand. 
• There is at present, no effective mechanism for helping the small 
scale sector to forecast technological change which is vital for 
economizing the use of productive resources like the raw 
materials, man power and core technological application. 
5.2.6 Other problems: 
In addition to these problems other problems may be delayed 
payment by the large scale units to SSIs, problem of raw material i.e. 
inadequate irregular supply of raw material, lack of organized market 
channels, unorganised nature of operations, imperfect knowledge of 
market operations, problem of sickness, inadequate data base for the 
small scale sector, burden of local taxes, competition from large scale 
industries, non availability of cheap power etc. So, these are some of 
the problems, which directly affect the growth, and development of 
SSIs. 
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5.3 Problems specific to Aligarh District 
5.3.1 Inadequate finance and credit: 
The lack of finance and credit is the main problem for the 
development of small-scale industries in Aligarh district. The position of 
cottage and village industries is even worse. In Aligarh district, problem 
of finance is a major problem for the development of SSI units because 
the banks and the financial institutions both were unable to meet the 
long requirement of the small units. So, this indirectly retards their 
growth. 
5.3.2 Problem of marketing 
The small scale and cottage industries continue to face a number 
of problems in the field of marketing. In case of Aligarh district, 
marketing is a severe problem for some SSIs, because they do not 
have adequate knowledge about the active market. And most of the 
small units do not try to reach their product to the active market. 
5.3.3 Problem of power 
One of the main problems faced by the SSIs of Aligarh district is 
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problem of power. So here the most severe constraint is power. At 
reasonable rate, capacity generation is out of question for small units 
Therefore they depend on State Electricity Board (SEB) for meeting 
their requirement, which do not supply adequate power. And many SSIs 
of this district are forced to make private deal with electricity official due 
to rampant corruption. 
5.3.4 Problem of Management: 
The management problem is one of the most common problems 
found in every SSI unit of Aligarh district. This is because entrepreneur 
is all in one and there is no division of labour. And due to this problem, it 
directly effects the development of SSIs. 
5.3.5 Cost of Production is High: 
In Aligarh district, cost of production is high due to obsolete 
technology used in the production process. 
5.3.6 Problem of raw material: 
The problem of raw material is one of the major problems for the 
majority of small-scale units. Because all the things that are required for 
manufacturing process are not easily available in the state. So, this 
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disturbs the development of SSIs. 
5.3.7 Lack of skilled personnel: 
Sometime lack of skilled personnel creates the problem for the 
development of SSIs. In this district most of the personnel who indulge 
in the production process are unskilled. This is because there Is a 
dearth of skilled personnel suited to the requirement of SSIs. 
5.3.8 Problem of Increasing Competition: 
Small-Scale Industries in the Aligarh district faces increasing 
competition because of cheap products brought by the wholesaler from 
other parts of the country. 
5.3.9 Under utilization of capacity: 
According to the report of SIDBI on the All India Census of Small 
Scale industries, which shows substantial under utilization of capacity in 
small-scale industries, which is a serious problem. 
5.3.10 No Research and Development Facilities: 
In case of Aligarh district, due to financial constraint in SSIs, there 
are no Research and Development facilities. Therefore innovation is 
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usually absent in the SSIs. 
5.3.11 Improper assistance as well as guidance from 
government and other organizations: 
SSIs do not get proper assistance as well as guidance from the 
Government and other organizations due to their indifferent attitude 
towards the SSIs sectors in the UP. 
5.3.12 Child Labour: 
Because of lack of education and over population most of poor 
families surrender their children's childhood to the darkness of SSIs. 
Child labour means cheap labour, the young even the very young are 
often the most employable. Child labour is a glaring feature of the SSIs 
of Aligarh district. More than 50,000 children do most of the polishing 
and packing job. 
5.3.13 Problem of registration: 
One of the important problems of SSI is related to Registration. 
A small-scale industry, after getting the approval of the Industries 
Department for establishment, is granted a temporary license. 
Permanent registration is granted only after the unit launched begins 
production. But, the SSIs are not granted permanent registration even 
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after one or two years of production. As a result, they are unable to sell 
their goods outside the state and avail of concessional facilities. 
5.3.14 Problem of Standardization: 
Those industrial units, which are engaged in the manufacture of 
plastic, polythene, textile goods, hosiery, medicine goods etc. face the 
problem of standardization. As a result of lack of this facility in Aligarh 
district, they are unable to market their products outside the state of 
U.P. 
Moreover entrepreneurs are facing critical problems at the time of 
planning for investment due to awareness of proper planning, lack of 
knowledge of market survey, selection of appropriate, type of plant and 
machineries etc. 
The Government from time to time has adopted various schemes 
through institutional sources by providing marketing assistance to 
lessen these problems. Inspite of these, the situation with respect to 
finance, marketing, and infrastructure etc. problems do not seem to 
have disappeared. 
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5.4 Future Prospects of Small Scale Industries in India: 
The number of units in SSI sector is estimated to have increased 
to 123.42 lakh units at the end of March 2006 as compared to 118 59 
lakh units at end March 2005, recording an increase of 4.83 lakh units 
during 2005-06. Employment in the sector is estimated at the level of 
2941.91 lakh at end March 2006, indicating an addition of 12 lakh 
person to the sector aggregate employment of 282.91 lakh as at end 
March 2005. Similarly export from SSI sector is also increased. So 
during last four to five years we saw a great growth and development in 
SSI sector. Similarly if we discuss about the future prospect of SSI 
sector, definite improvement has been shown. Government of India 
announces various schemes and has taken various steps for the 
development of SSIs: 
• Honourable Union Finance Minister has launched rating agency 
in the year 2005 i.e. the SME Rating Agency of India Ltd. 
(SMERA) to provide rating that are comprehensive, transparent 
and reliable and which would enable the rated units to borrow at 
competitive rate of interest. 
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• The SIDBI and Infrastructure Leasing and Financial Service 
Limited (IL & FS) have joined hands with a view to address the 
existing gap in the infrastructure facilities for the SME units. 
• The Government of India set up various agencies and provides 
services for the development of SSIs like the Khadi and village 
Industries Commission, All India Handloom and Handicraft Board, 
DICs, NSICs etc. These agencies provide good concession like 
those in the field of excise duties on their product. 
• The Government also helps for skill formation and technological 
upgradation. The Government provides finance to SSIs through 
its various organizations. 
Small Scale Sector has played a significant role in the robust 
development of the country during the past 50 years by addressing 
multifarious issue of entrepreneurship, employment, industrialization, 
regions imbalances and export competitiveness. Government has laid 
stress on technological upgradation, modernization, infrastructural 
arrangement including connectivity and technological transfer for the 
small scale industries. 
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With the development and growth of the economy, the importance 
of SMEs is going further up in terms of creation of employment and 
balanced regional growth. It would also act as a catalyst for further 
industrial development in view of the forward and backward linkages. 
With the support from various agencies national as well as international, 
the Kaleidoscope of the sector is bound to change for the better. 
After independence, various industrial policies were adopted from 
time to time for the rapid industrial development of the state. But these 
policies were not much successful. Therefore, some years back 
government introduced new industrial policy of the state i.e. Industrial 
Policy Reduction, 1997 with a view to create a strong industrial base 
and employment opportunities. The new industrial policy is to give 
special attention to the following areas in the process of 
industrialization: 
• Development of local skill and entrepreneurial abilities. 
• Development of women entrepreneurs. 
• Creation of maximum employment opportunities for local people. 
• Development of food processing industry. 
• Growth of export oriented units. 
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• Promotion of rural non-farm sector. 
• Balanced regional development within the state giving special 
attention to less developed areas. 
• Revival of sick units. 
• Development and promotion of village and small-scale services 
and business enterprises. 
• Establishment of medium and large-scale industries in public, 
private, joint and assisted sector to create an industrial base, 
offering large scale opportunities in multi directions through 
backward and forward linkages. 
These efforts are expected to provide necessary fillip for pushing 
up industrial growth of the state to a considerable extent in the near 
future. 
5.5 Future prospects of Small Scale Industries in Aligarh 
district: 
Aligarh is well known industrial district in Uttar Pradesh. The 
district has made a significant headway in industrial development and 
has earned a name in metal works. Basically Aligarh is famous for 
'locks'. There are more than 7134 small-scale units registered under 
Indian Factories Act 1848. The industries include manufacturing of 
building, fitting materials, electrical equipment, light engineering, carpets 
131 
and other metal products. The Industrial policy of the Government to 
emphasis and develop small and tiny industrial units particularly in rural 
areas. But the district is still lagging far behind many other 
states/districts as far as industrial development is concerned. With the 
onset of economic reforms the focus has broadly weak shifted to these 
parts of the country to bear the fruits of industrialization. So, small-scale 
industries will have to play a significant role in the industrial 
development of the district. Though the industrial policy of 1991 was not 
much successful, the new industrial policy was started with a promise 
for adopting a smooth and rapid industrialization in the State. 
The new industrial policies introduced by both Central and State 
Government, the future prospects of SSIs in U.P. seems to be quite 
bright. The Central government has also made provision for tax 
concession to the newly developed industries in a backward state like 
U.P., which has brightened the scope for the promotion and 
development of SSI of Aligarh district. 
The Government of India also announces various incentives to 
newly developed small units. Through the Pradhan Mantri Rozgar 
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Yojana (PMRY). the Government of India provides various types of help 
to poor people to establish an industrial unit in a district. Recently state 
government has also made special provision for financial support, data 
bank for the small scale industries of the state which has brightened the 
prospects of the development of SSIs in UP. 
Thus in view of the current economic reforms, the prospect of 
SSIs is quite high. But in the ultimate analysis many more things also 
need to be improved like law and order situation, finance problem, 
marketing problem etc which will create a conducive environment for 
the industrial development of the Aligarh. Moreover, SSIs should be 
promoted based on locally available resources for which local 
entrepreneurs should come forward and participate actively in the 
industrialization process of the Aligarh. Finally, it is observed that in 
view of the current situation prevailing in the Aligarh the current 
economic reforms has not created much impact in the process of 
industrialization of the district. But keeping a positive frame of mind and 
the prospects of SSI are very bright, provided an investment friendly 
climate is created in the Aligarh. 
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Chapter - 6 
SUMMARY, CONCLUSIONS AND 
RECOMMENDATIONS 
6.1 Summary and Conclusions: 
After Independence of the country, the definition of a small-scale 
industry has been modified various times. The limit is revised from time 
to time to offset the impact of inflation and to meet technological needs. 
Presently in India the Small Scale Industry is defined as an industrial 
undertaking in which, investment is fixed assets in plant and machinery 
whether held on ownership terms, on lease or on hire purchase does 
not exceed Rs. 1 crore (subject to the condition that the unit is not 
owned, controlled or subsidiary of any other institutional undertaking). 
Small scale industries play a crucial role in socio-economic 
transformation of the economy characterized by lack of capital, chronic 
unemployment, gross income inequality, huge quantity of unused and 
hidden wealth and glaring .imbalances in the inter-regional industrial 
development. Small-scale industries deserve to be assigned a very 
important role in the development of the district, state and country. 
Small-scale industries face a number of financial, technical 
managerial, marketing and infrastructural problems. Small 
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Entrepreneurs suffer from lack of finance for working capital and fixed 
capital, their own financial resources are limited and they do not get 
adequate amount of loans from banks and other financial institutions set 
up for assisting SSIs. 
As far as growth of SSI in Aligarh district is concerned it may be 
said that growth of small-scale industries is satisfactory, the number of 
registered units of SSI and employment are increasing. But the growth 
of SSI, in urban areas is more satisfactory than the growth of SSI in 
rural areas of the district. The total number of Registered units and 
factories in Aligarh district is 7,134 and 219 respectively which are 
engaged in the production of locks, building fitting materials, electrical 
equipment, belt badges, letter boxes, other metal products like, lantern, 
scissors, metal notice sign board etc. in which there are about more 
than 37484 workers are employed. 
In Aligarh District, various institutions such as SIDBI, U.P. 
Financial Cooperation, NSIC, DIG, and some commercial banks and 
cooperatives provide finance of small-scale industries and cottage 
industries. But in this district no enterprise has received loan from any 
financial institution either because of high rate of interest and the 
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problem of repayment of loan, or they failed to get the loan. 
The banks and financial institutions do not show interest in 
financing new entrepreneurs. This is due to low risk involved In lending 
to those who are already financially sound. 
The procedure of taking both term loan and working capital is so 
cumbersome that people take the help of relative, friends and 
moneylender in times of need or they use funds from their own sources. 
Apart from financial problem, there are number of problems which 
are faced by the entrepreneur of SSIs and cottage industries of the 
district. 
For the payment of raw material and their daily needs, the 
entrepreneurs have to sell their product to retailers or wholesale dealers 
at low prices. If they work for other concerns they receive payments 
after a week. During that week they become highly indebted and 
subsequently the whole amount is used for the payment of debt. 
There is lack of proper co-ordination among financial institutions, 
promotional agencies and the institutions, which provide land to 
entrepreneurs. This results in delay and the ultimate sufferer is the 
entrepreneur. 
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There is lack of awareness among the entrepreneurs of the new 
machinery and technology, which have come in other region. No 
Research and Development facilities in the SSI units and this retard the 
growth and innovation among the entrepreneurs. 
Though it should have been a routine affair for the District 
Industry Centre (DIC) officials and bank officials to inspect the working 
of SSI units. But they hardly after visit the concerned SSI units to check 
whether they working properly or not. So these are some of the 
problems, which influence the growth of SSIs of the District. 
There are a number of banks and other institutions were set up by 
the Government of India for the financial assistance to the small scale 
and cottage industries. The Non-Bank Statutory Financial Organization 
(NBSFOs) or development banks are playing a very important role in 
the development of these small scale and cottage industries. At present 
there are about 35 such institutions, which include IDBI, IFCI, NABARD, 
SIDC, SIDO, SIDBI and so on. They provide wide range of fund based 
and non-fund based assistance to industries. 
Small Industries Development Bank of India (SIDBI) was 
established as a wholly owned subsidiary of IDBI as the principal 
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financial institution for promotion, financing and development of 
Industries in the small-scale sector. SIDBI also coordinates the activities 
of agencies, which provide finance to small-scale industries. SIDBI also 
has announced various schemes like 'Single Window Services', Inland 
letter of credit scheme, composite loan scheme etc for the development 
of small enterprises. 
In the northern zone, SIDBI has opened its branch office at 
Aligarh (U.P). SIDBI offers various projects and schemes for the 
development of SSIs in Aligarh District. SIDBI also helps in the 
modernisation and technology upgradation of existing ones. In Aligarh 
several small-scale units are operating by using obsolete technology. 
Then productivity and profitability may be raised through modernisation 
& upgradation of technology. It helps in expansion of well-run units, 
diversification of these units for enhancing their competitiveness. 
Marketing is another area where the small-scale units of Aligarh need 
special attention. This would increase their profitability. 
SIDBI has evolved itself to meet the various requirements of SSIs 
of Aligarh district by offering various financial products & resource like 
term loan assistance, working capital term loan, support organs delayed 
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payment, foreign currency loan, and also by micro credit and indirect 
financial assistance. 
SIDBI also introduced several schemes, for the development of 
SSIs like SVCL, CGISI, JMERA etc. A large number of SSIs of Aligarh 
district may be benefit through these financial operations of SIDBI. 
So the study proves the hypotheses that finance act as a major 
constraint in the growth of small-scale industries in Aligarh District. 
Although SIDBI's operations are in the initial stages, and therefore we 
do not have concrete results but in view of its vast potential and 
resources it would be a promising source of financing of SSIs in Aligarh 
District. 
6.2 Recommendations: 
study makes the following recommendations having policy 
implications: 
1. The SIDBI, banks and financial institutions should provide both 
the working capital and term loans, without delay to the SSIs. 
2. In sanctioning of the quantum of credit facilities, there is a 
tendency to cut down the limits on an adhoc basis on the plea 
that the units will require the full credit limit only when it goes 
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into full production. There are often delays subsequently for 
enhancing limits and the operations of the units suffer. The full 
working capital should therefore be sanctioned at the outset 
obviating the necessity for reference to sanctioning authonty 
subsequently. 
3. Financial guarantee to a reasonable extent may be given to 
small entrepreneurs to enable them to secure contracts for 
supply of goods and to carry out the work undertaken 
4. There must be accountability on the parts of District Industries 
Centre (DIG) and bank officials and the special tribunal should 
be established so that stringent action can be taken against 
the erring officials. There should be greater coordination 
between SIDBI and DIG. 
5. SIDBI should follow uniform policy of providing need-based 
finance to small units. 
6. It is suggested that before providing finance for any project the 
SIDBI should have a close look at the top management as well 
as the complete organizational set up. 
7. Besides SIDBI, all the institutions & organizations, which are 
related with the working of SSIs, should set up a separate 
141 
department of customer care for the benefit of entrepreneurs. 
8. It is suggested that the Government should ensure in 
coordination with SIDBI that all the facilities related to finance. 
marketing etc. needed by SSIs should be made available at 
one place so that entrepreneurs do not have to go to different 
parts of the city for a single work. This will save a lot of time 
and delay on the part of entrepreneurs. 
9. SIDBI should provide project reports to the prospective 
entrepreneurs easily and at affordable cost. 
10. The SIDBI in cooperation with banks and financial institutions 
should conduct specialized training programmes and seminars 
not only for their staff but also for the borrowers to bring about 
better understanding and coordination between them. 
11. Banks and financial institutions should also take steps to bhng 
about an attitudinal change in their officers and other 
functionaries dealing with the industrial units so that they adopt 
helpful attitude from pre-sanction stage and are able to win the 
confidence of their borrowers. 
12. The procedure of taking loans from SIDBI, banks and financial 
institutions should be simplified and more powers should be 
142 
delegated to the branch manager so that unnecessary delays 
may be avoided. 
13. The Government should be promoting the SSI units to develop 
Research and Development (R & D) facilities and concession 
should be given to those units, which have R & D facilities. 
14. Efforts should be made by the Government in coordination 
with SJDBI to revive the sick units in the Industrial Estates and 
Industrial Areas. 
15. SIDBI and other banks should go beyond the purview of 
lending and recovery. They should try to act as a friend, 
philosopher and guide to small scale Industries. 
16. The Government should take full advantage of the 
establishment of SIDBI's office at Aligarh and provide all the 
necessary assistance to it in carrying out its operations 
successfully in Aligarh. Since, the efforts of the Government 
towards the development of Aligarh as an industrial hub of 
western U.P. have not been successful and the desired 
degree of success has eluded us. it is all the more important 
to involve agencies like SIDBI and assign them an increasingly 
greater role in the industrial development of Aligarh District. 
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